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PART II. 

MONET 


Importance of the Monetary System l/ 

There is a close connection between the system of exchange in 
a country and its economic development The monetary sy'stem 
IS adapted to the stage of industrial life reached 
necUo“cen"the ^y the people, and the higher the Stage of indus- 
monetarj sjstem and *^ore de\ eloped IS Its System of money 

economic progress and exchange Economic progress is m great 
part the cause and in some measure, at least 
the effect of monetary progress This, however, has been some- 
times overlooked , impulsive visionaries indignant at the evils 
springing from the immoral and wasteful use of wealth have 
wanted to do away with money altogether, and occasionally even 
economists of reputation have considerably under-estimated the 
importance of money in relation to the economic and social life of 
a community 

History of Money 1/ 


In the early stages of human history, there was no money to 
serve as a common medium of exchange, and so exchange was done 
by barter (r e by the direct exchange of commo- 
fir^ commodity wuthout the use of money) 

5 tag.<, The inconveniences of barter led to the use of 

money (i « a common medium of exchange ) 


• iJifhcultie"; of 
barter 


The three serious difficulties in connection with 
barter are the following — 


(i) 1'he first difficulty is the want of coincidence in barter — 
. It IS difficult to find two persons whose disposable possessions mutually 
suit each other’s wants If I want to get a hat by 

(i) Want of coinci- j^^rter in exchange for a superfluous coat of muie, 
dcnce in barter I shall ha\e to Spend a great deal of time in 

trying to find a man who w'ants a coat and at the same time has a 
superfluous hat which he wall barter for my coat 


leions— \fone} and the Mechanism of Exchange Chapter I 
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MONEY 

^ ( I he precious mct'il urc expensive So ue have paper money 
■"acre is a hrj^e circulnion of paper money in addition to metallic 
lOiuv \Mthin everv civih/ed and progressive countrj', paper money 
conoinising the use of the prceiou-> metals in the countr) ) 

Charac toriatica of good commodity money ^ 

It has been seen tint a great many commodities have been used 
t one time or another a> mono) A commodit} should possess 
ertain rpnlitti^ in order to perform its functions as money to the 
Jest advantage 

{x) 1 lie^poinmoiltty should have n.i/wf in order that it maj be 

40od medium of exchange atid may measure and store value 

{z) The commntlU) should have a s/eady ^value It must have 
hiK quaiitv if It IS to pi„rform properly the functions of stonng value 
nd acting as a st ind vrd of deferred p i) ments 

(3) It should be rasth dnnstbh and hoviogtueous, and should 
•e suitable for ni iking payments in all sums large or small Again 
: should be aggregatable 1 e portions of jt must be capable of 
jetng ptu together into a single mass without loss of vxalue 

(4) 'J he commoditj to he used as money should be also 

lut able, It should have I he metals gold and^ 

tlvcr possess this element of durabiiTTy in a greater degree than* 
ither metals like iron etc, and much better than agncultmalj 
iroducts and so they aru more suitable for use as monej 

(5) It should be also cognisable t f it should be capable of be- 

ng quiekl) and casil) rccogmsed Otherwise people using it as 
noney would be constantly running the risk of being cheated by 
fraudulent substitute 

Gold and silver are vuy easil) recognised by their colour, their 
ouiul andllfcir vv eight 

(0) It should be also malleable t e it should be suitable for 
oimng and imprinting 

(7) It should have A/ryfr value in small bulk , if it be 
00 bulk} It would be inconvenient for use as money Of course 
he commodiiy to be used as money must he selected according io 
he ne^s and the eLonomteal development of the counhy Copper 
> a convenient medium of exchange in China with its smaller 
cale ol payments, but in the United Slates with its larger scale 
f incomes, copper would be bulk} and inconvenient and gold 
, required as a medium of exchange 
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le^ons^ enumerate-, tht- follouim; tiinluics m ihr orilu 
their important c ns qualUtes uhicli should be po';^esscu 
the material of mont}-(i) and \aluc (=)^ 'I 

(3) indestTucubihtv (U bomogencits (.O diristbiUiy (6) ataoun 
of vdue(7) copni'-abihi) 

It IS obvious tint the \irecious metals "old and silvet coml'th 
in a larger degree than an) other substant < the qtialittcs reqilired t- 
niabe a good cominodU) monc) Gobi and siKcr are homogen<^t!' 
divisible, cognisable and malleable, the) are very durable# tnej nav 
great value in sm ill bulk and a value steadier than that of mw 
commodities Prof jevons’^ Ins remarked m this connectioHj 
\ gold iiiij stiver, :ve rnty s.n zrtl/i Turgot Inut tn the ttalurc 


\ llnuyz Ihei are eonslttuted mtizetsat ttriiey 
\ eouvenlton or lazv ” 


videpet denth <C 


FuBCtions of money 

1 he functions of monc) have been various]) classified The) 
divided b) Prof Kinley, a notable \nierican writer on monc 
questions into the three following classes 

(i) Essential funetions or those winch are nccc'ssar)' tn a’ 
‘economic stages 

* (2) Derived functions or tho-e which ilow from or are depcn 

dent on the essential semce*s ' 

V (3) Contingent functions or lho>e winch (low from the charac 
tenstics of a particular economic stage 

U(l) Essential functions 


(a) The facthtahoii of e\chaii£c h\ iitottej serving as a vitdiu, 
0/ exchange 

Money serving os the modium of evclnnge removes the incon 
vemences of barter and thus facilitates exchange #, 

1 his is a sen ice which is rendered by mone) in all cconomk 
stages _ ‘ 

(fi) The measurement of value 

The function of measuring value is inseparable Ironi the fir? 
function, and this is also performed b) money m all economic stage' 
AVben we say that money is a measure of value, we mean the arnwr 


* )e\ons — Monev and tlie Mechanism of rxchanpc 
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)f \nhic.* m*! unit of inont,} niiy Im l.ikcn jxi a unit of measure for 
vUlculatiOg tiiu value of goods , ute richo^t ihe ~iolii(s of goo^s in 

‘len)}T of npnfi ' / 

(2i Dorivod functions of money 

The derued functions of monc) arc 

(<7^ To snvt (If (1 standartl of defotred paj vieiits 

Under Uie modern rrcdit sjstcm, a considerable tune often 
passes betuoen tile contracting of a debt and the pajmentof the 
debt In these and other deferred pa}ments, it is thought desirable 
that the borrower sliould return to the lender *lhe same value 
ubich he borrowed Money senes as a standard for these deferred 
payments 

(/') To /> attsftr value 

Monej transfers \alue from time to time as well as fiom place i 
to place Itjjer\es bptli for the place iransfe^jind the„ time iransler 
ol purcha'^ing .power " * 

Cc) To store value 

Money sen.es also as a store of value When we want to store 
value It IS more' convenient to hoard money than any other 
commodity ’1 lie demand for other things may fall away, but 
money is always in demand (Money serves for the place transfer 
and the lime transfer of purchasing power because it is a slorer of 
value ) 

(3) Contingent functions of money 

The'sc are the follow ing^iij.hc present state of economic society 

(a) 'J’hc distniiution <jf social income (i) ^The equalisation * 
of marginal utility in eepcnditurcs (r) T^ie^/urnishing ^of, the basis ] 
of a credit system, (d) G iv ing a generafjqrm to capital 

[A brief account of the contingent functions is given below ] 

(a) L ndcr the presoni of dnjsion of labour and cxchangt, fc\/ mt-n 

prodiirc whal tlioj couMimc [ lii-j arc paid for what tlicj produce in nioncj, and 
with this moni} thc> huv what Uilj want to consume Mont> in this wav series 
to do tribute the weaitl that is produced among tin factors engaged in the worl 
of produclion 

(i) Monc> enables each indnidual to <pend his income in such a way that 
each unit of mom > spent shall bring htm goods of tbc same marginal utilitj 
(bus the individual gets the l-lrgesL value for the money spent by him 

(c) Another important service rendered by monej is tliat it serves as the basis 
of the gigantic structure of modem credit 7 he modern credit system is based 


6 


OUTLINES OF ECONO 5.IICS 


upon a reserve of metallic mone\, and this cash resi.ne IS used to 

payment of the balances of credit transactions Credit paper (lof evtampt_ 
cheques,) v ill not be accepted m pa>ment but for the fact that there is a cas 
reserve to secure the pajinent of the cheque in metallic monej vvhensc 
required 

frf) Monej IS the embodiment of generic value, it is general capital, and 
owing to Its high raobilitj it is readj for the use whenever anj nrw opportum j 
offers and thus extends production and exercises an influence to Keep it a i 
miximum ] 


DEFINITIONS OP MONEY 


To define money is difficult because the word money in ordinal)' 
language as well as in Economics is used to indicate any one of a 
„ number of things A good deal of controversy has 

defimng'^o^r ^s 10 the proper definition of the 

term “money” , and this controversy has been largely 
due to the fact that different writers have referred to different things 
by the same word money The difficulties of definition disappear as 
soon as v,e decide in what sense the word money is properly used 

A iinteFs definition of money depends upon the iiew held by 
him as to the nature of money', and to the services rendered by it 
Some of the different vieus held as to the meaning of the word 
money are given below 

J (i) IMoney is sometimes used to mean ony covimodxiy viont} 
The word monej According to this view only metallic money is money 
u^d in a narrow sense because It has a value based on its direct use for 
consumption it has an intnnsic value due to a 
demand for it for other than monetary purposes Paper money is 
not money because paper has very httle intrinsic vaQue 

This view IS not correct Common usage is agamst using the 
word money' to mean only metalbc money’ and not paper money 
Paper money is also money, it has value if there is a demand for i1 
as money 

1 ( 2 ) The word money is sometimes used also to mean nionei 
The word monej is instruments (metallic money and paper money 
used in another issued by the government, (bank notes and othei 

narrow sense. things being thus Gvcluded from the category 

of money) 
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ThjjP meaning of the uord monej is also too narrow and is 
•against common usage and the general practice of economic 
wTiters 

✓ (3) ]\Ione} is also used to desenbe (<7 ) money made of gold 
, . and siher and paper money banknotes and 

a too sense Issued by the government) which are gene- 

rally acceptable as money and (^) also bills of 
exchange and chequ es w Inch are not generally acceptable 

v7 (4) The term money should be properly applied to all media 0/ 
exchange which are genet ally acceptable, which 
The proper -.enst. freely from hand to hand as media of 

of mone\ ,thc 

in which It 11 gene- exchange 

ralK used ill India, money in this sense would 

include {a) metallic money, gold and silver, 
(h) and the paper money or notes issued by the goveinment In 
the United States, money includes the metallic and paper money 
issued by the Government and the national bank notes Metallic 
money, notes issued by a Government or by a solidly estabhshed 
bank are instruments of general acceptability, they are readily 
accepted by all persons in payment from all persons, known parties 
as Well as strangcrsi xo they are money 

fCheijues and bills of exchange are not money in this sense 
because they are not inxtruments of general acceptability They 
are not accepted by us in payment from persons in whom we have 
no confidence ) 

Some definitions of money 
J(T) * dejniitioii ^ 

Money is any thing tjiat passes freely from hand to hand, as a 
nicdiuni .ol^exThange^^and is generally received In final discharge of 
debts ^ 

(J) Kinley'‘<i definition 

* W e may limit the term money to t hat part of the medium of 
e.xchange_w bicli passes^generally current in exchange and *settlement 
oryi^btSj without making the ^sch Tr^pTyjbhgatiojis contingent ~on 
theJaxmon--of_aMiiTdTpafty prjm the_action of the payer by promis- 
' ing redemption if jbe^ money article does hot pass'” 

' Coinage , 

The manufacture of metallic money is called coinage Coins 


+ Elementary Prinaples by Ely and Wicker 
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are htampcJ and CL-riified pieces of metal and the object of ^ good 
s)'tcin ol coinigc is to secure uniformity in coins of the same kind 
conicnience of shape si7e and weight and to prevent counterfeiting 

In all advanced mo lern countries, coinage is a function exercisei 
bj the !To\ crnment, an authority in which e%erj one has confidence 


The ch,Krs;e for lOtna^e 

A countr) is said to ln\e a sjstem ofj'^/'.f^ ofja meta 

when vier\ pnvalt. ciM/en ha\ing bullion is allowed to bring it to th 
mini and to ha\c. it convcrttd into coin 


On thu other hand i country is to haxei hnnled catnap 
when coinage is done onlj on go\ eminent account, and "wherTth 
pruatf cUba,n is not allowed to bring bullion into the mint and_t 
haa c It converted into coins There is no free coinage of the rupe 
in India, it is subject to limited coinage The sotereien in Englanu 
Is subjeCs to frei. coinage - " 

.1 of tree coinage docs not iiecessanh imply mall cases 

t lat no charge is made h) the goaernment for coinage Under the 
system of free coinage wc may ha\e 


{ij GraUtUtu^ oHnagc when no fee is charged by the 
government tor the work of coinage ^ ^ 

(1) Coinage on payment of brassage 

lilt ke (inrgtd by the government for coinage is called 
brass-ipc rh. n ii is e\ictU eijual to the cost of i»magt 

umlLm 'sth;l:A;''crd 

fo- ' lid Tiiiilmo "i ooul Is gi\s,n by the mint m cxchinge 

, ..cl, . or gold „ n,,„;,oa,,;:f,;.oUkrc.:ok " 


Tbn curroncy 
1 ne mcihui i 


le mcdiuii of cvehan^c m i country includes (./j //;(- wa/w, 
. -7 or th. currency including (r) metallic monc 

k! *'ioic'' "’'’ticy ( 3 ) ceriificates of dcjiosii (^) convcrii 


G.) r/f > f<su,n c/ ,cslru,ed c >eulahor> including credit paper 
r." . r'Secll, c . cl,cl,.c. ond drSft, rc ..‘1^.1 


V A 

mg 


bank iLpoots ami bill oi esciiange r, pre ntmg g. 


oods 


represent- 



iMONEY 


9 


Standard Money, Token Money, Credit Money i 

r * 

T/ic. cttjuncy. of a country includes Standard Monty, Token 
Money and Credit Money 

Standard Mojicy is that money to the value of which the values! 
of all other kinds of nione} are adjusted The standard com is one I 
of which the value m evchange depends on the value of the metai 
"contained in the standard coin ’ Ot t.- v-/ k -j ^ 

Token monej is money which is used as small change generally 
m transactions of comparatively small value Token monej is 
generally made of a baser metal than the standard money , and 
tM value ()f a token rotn is higher by Jaw than the value of the 
metal ^n famed in the token coin 

• In England” the shilling is a token com As a com, the shilling 
is worth of a pound, (20 shillings=/’i) but the value of the silver 
contained m the shilling is worth much less than of a pound 
The pennj is also a token com 

In India (before the war) the rupee is worth more as com than 
what It is worth as metal when It IS melted And so the rupee is 
also a token coin , other token coins m India are the two anna bit, 
the four anna bit, the nickel anna and the pice 

Credit money or paper money is issued on the credit of the gov- 
ernment or on the credit of a bank , and it is readily accepted by 
the people if the people have confidence in the credit of the institu- 
tion issuing the money 

One important thing to remember is that other forms of money 
(token money, credit money) are exchangeable directly or indirectly 
into standard monej 

The currency of a country includes Legal Tendei Money and , 
money that is not legal tender Legal tender money is money which 
a creditor is' obliged by law to receive in repayment of a debt due 
^him < ^ f 

Generally the standard money is made unlimited legal tender 
i e It IS made legal tender up to an unlimited amount The 
sovereign is unlimited legal tender in England Token 
money is generally made limited legal tender i e legal tender up 
to a limited amount In England the shilling, a token com is legal 
^tender only up to forty shillings In India the rupeeJ^j^di a token 
com IS unlimiteddegal tender 
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Tht standard money is (i) siibucl to free coinage (b^ being sub-, 
ject to free coinage has its nominal value or coin value equal to its 
intrinsic valnt as metal (c) and IS unlimited legal tender ' 

Tohen money is (a) not subject to free coinage but is subject to 
limited coinage at the discretion of the government (b) and it has 
a face value or coin value greater than its intrinsic value as metal 
(c) and IS very generally limited legal tender 

GRESHAM’S LAW 

v» ^ ^ 

(A law about the circulation of money) 

This law IS named after Sir Thomas Gresham, one of the finan- 
cial advisers of Queen Elizabeth who called attention to the opera- 
tion of this law' in the currency of his ow n time 

The law is this — had money drives good money out of the 
cv dilation When two kinds of money (one bad and the other ^ 
good) are in cuculation in a country at the same time, the bad i 
money will remain in the circulation and the good money will ^ 
be driven out of the circulation 

We have to explain (i) why bad money remains in circulation 
and (2) why good nionej retires from the circulation 

Bad money will remain in circulation because most men will 
make their payments with bad money keeping the good monej for 
themselves, JO long as had money is not refused 

Good money will disappear from circulation because it will have 
higher value out of the circulation than in the circulation , and so 
people will gain by taking good money- from the circulation and by 
using It for industrial and other purposes (viz melting, hoarding and 
also payments abroad) where good money has a value higher than it 
has in the currency circulation 

t The law was in fact known much earlier than Gresham’s time, and it 
seemed tohaie been recognised even among the ancient Greeks 

in the “hrogs” of Aristophanes, a great Greek comic dmmatist we find the 
following — * 

“ for jour old and standard piece,s, valued and approved and tried, r 

Here among the Grecian nations and in all the world beside 

Recognised in everj realm for trustj stamp and pure assaj. 

Are rejected and abandoned for the trash of jesterdaj , 

For a vile, adulterate issue, drossy, counterfeit and base 

Which the traffic of the City passes current in their place ” I 
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I How does good^money disappear ? 

The good inoue) wt/l be driven from circutalion in Ihe three 
folloioutg xva) s 

(a) Hoaidtvf/ 

When people uant to hoard nionej for future emergencies, they 
will naturallj Iioard the good money and not the bad money A 
portion of the good money mav be thus driven out of circulatton 

(&) T<ii/ptcnf^ abroad^ 

A country lias sometimes to remit coins to make foreign pay- 
ments rising out of international trade and other international 
transactions 

Noi\ for these foreign payments, good money will be used in 
preference to bad moiiej Ihc reason is this Foreign creditors 
lull lake bad money as_\\ell as good money only at their value as 
metal , and so a smaller number of good coins iiould be required to 
rnakc the _same foreign pajinent for uhich a larger number of 
bad coins would be wanted rhe„ foreign creditors wall therefore 
be paid in good coins Bad coins will be retained for the internal 
circulation of a countr)' w here they have the same value as good 
coins (so long they are legal tender and are accepted by people at 
their coin value) 

(c) Saleihjjwqtgjit, ' 

Suppose a nse in the value of gold makes the value of the com 
as metal greater than its value as a coin The result is that people 
will make a profit by melting gold coins and selling the gold as metal 
In this waj a considerable part of* good money is often driven out of 
circulation 

II The extent of application of Gresham’s law 

Gresham’s law applies to the following cases 

(a) When a worn'hionty as well as newly coined full weight 
money are in circulation at the same time, 'the worn money is bad 
mbne>, and the newly coined monej is good money In the case the 
new ly coined money wall be driven out of circulation 

The liw^ w'as observed by Sir Thomas Gresham under these 
circumstances 

(i^) 2 . depreciated paper money vs, in circulation with a 

metallic money, the depreciated paper money is bad money and the 
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metallic money is good money The metallic money will be driven 
out of circulation by the depreciated paper money 

{c) When two melals gold and stiver are tn cxrculahon ^nd 
ihe value e/ one of them ts higher in the cur) ency than tn Jtie 
market for metals Suppose one ounce of gold in the form of com 
IS equal to s’xteen ounces of silver in coined form, but as metal one 
ounce of gold purchases only fifteen ounces of silver, then gold* 
becomes bad (/ e depreciated) monej and silver becomes good 
(t e appreciated) money, and siheris driven out of circulation 
Silver IS withdrawn from the circulation because it has a higher 
value as metal than the value it has in the circulation in its coined 
form (This'^third case often happens under bimetallism ) 

f ni Gresham’s lav/— ita limitations > 

^ (i) Good money as well ^as bad money will ^remain in the 

circulation, so long as the good and the bad money taken together 
are not in excess of the monetary needs of the community 

If the total stock of good money and bad money be insufficient 
for the needs of the community, then owing to the great demand for 
money even the good mone> v\ ill have a greater value in its coined 
form than as metal So it wall not be profitable to vnthdraw good 
money from the circulation and it will remain m the currenc) 
circulation 

(2) -Agavi bad mone\ and not good money will be driven fronifhe 
circulation, tuhen bad mont\ is re/ust-d b) the public on accounCyf 
’custom or public opinion If m a countr), people, refuse to accept 
inconvertible paper (bad mone}) and want gold, inconvertible 
paper wall be driven from the circulation 

Gresham’s Law in India 

The operation of Gresliam « 1 an is found in the Indian Currencv The 
gold Sovereign is ^ood monn , it has an mtnnsic value equal to its metallic value, 
and as compared with the MWcrcign the silver rupee is bad iiioiiej , it has a face 
value in normal times (i c , before the war) higher than its intrinsic value — 

* In view of these limitations Prof kinlev puts "he law in this comprehen- 
o- sue form “ H more than one form ol monej "is Iega''v usable in a country, and 
if one of these is more valuable for some other use than it is for making- exchanges, 
then the infenor portion of the currcnc) will supplant the superior to the extent 
that the two portions together exceed the need for currencj m thd^SmlhUpro^ 
X ided that public opinion or an> other economic force does not interfere with the 

operation of the self interest of dealers in monej 

Gresham’s law is reallj a limited statement of a more general principle In 
a commumtj in which comffetition is free and intelligent, there is a constant effort 
to perform every economic service by the agencj which jnelds the largest net results 
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and the bad moncj has a tendency to dri\t- out the ^i^ood money The so\crcign 
disappears (1; b 3 c\portation abroad n hen India has a balance of debt to pay to 
foreign countnes, (11) lij melting for ornaments and industnal uses, (111) and largely 
by hoarding 1 he rupee is not esported because the foreigner will not take it at 
Its artificial high \a 1 iie it is not melted for that would be a loss to the meltcr, 
and when an Indian hoards he prefers gold to siher, and the gold so\ereign to the 
token rupee with its artificial high \alue 

Systems of metallic currency. 

There are different S} steins of metallic currency 

A monetary system in which the pnncipal or standard money 
IS composed of one metal (gold or silver) is called moifometallism 
In England the standard money is*^ composed of 
sMonomctallusm gold, and SO England has got gold monometallism 
China has got silver mono-metallism 

A monetary system in \\ hich the principal or standard money 
is composed of gold and also of silver is called bi-metalhsm It 
is essential to a complete bi-metallic system thatj 
/ Bimetallism (a) both vutah should be unliintledjegal tender 

- and (b) both should be /reT^^cfuied^ at a fi,\ ed 

tatto 0/ exchange between t]ie two metals In all modern'eouhtnes 
where br-metallism has been tried the two metals used have been 
gold and silver 

Under mono-mctalhsm, only one metal forms the standard money 
and IS the standard of value, only one metal is unlimited legal 
tender and only one metal is freely coined and is important in the 
circulation 

Under bi-metalhsni, tw'o metals form the standard money and 
arc the standards of value and two metals are freely coined and 
are unlimited legal tender and are important in the circulation 

rAmptng Bi- Ifetatlism 

'• A monetary system in which two iiKtals arc unlimited legal tender and arc 

important in the circulation, l>uL°'l}XA"Ai’i'’ g'9iJ''S®T.P-liiagc — such a monetary 
system IS called Limping Bi-metallism or imperfect Bi metallism France has got 
gold and sihtr coins as unlimited legal tender but only gold coins ha\e got free 
coinage Ij^uiccJia s therefore got the L impin g^Stamdard 

Decline of bimetallism 

Bimetallism was tried in the United States many years ago It 
was also practised m France and then in the countnes of the Latin 
Monetary Union from the end of the eighteenth century till 1873 
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TheLitin Monetary Union included France, Italj, Greece, Belgium 
and Switzerland ^ 

Triumpli of gold monometalbsm 

For some time the tendency of monetary e\ olution has been in the 
direction of gold monometallism and bimetallism is being displaced 
The sjstem of gold monometallism has been established in England 
i8r6, Germany 1873 Austna 1892, Russia 1S97, Japan 1897 France 
5 n 3 *the United^thtes are bim^flilhc countries having "‘ti system of 
limping bimetallism, but thes also use gold alone -for international 
exchanges, and this is also practicalh the case vith India 

The displacement of siher is an important chapter of monetary 
history' For hundreds of years silver had been freely coined and 
had been the more important money metal of the vorld , and it was 
deposed and discarded from this pride of place in the brief course 
of one generation 

/ I BpMETALLISm 
(Tile Double Standard ) 


The arguments usually urged in favour of bimetallism 

Bimetallism is no longer an active force The agitation for 
bimetallism is now a thing of the past though in its time it was 
very urgent, insistent and iiidespread in character and powerfully 
supported by a strong body of scientific opinion 
- The arguments of these advocates of bimetallism are noticed 


below 

The mam requisite in a standard of lalue is that its value 
should be as far as possible stable (i e , its purchasing 
power) should be constant Adiocates of 
t Bimetallism pro bimetallism maintain that hvneialhsnt 
sides more stable secures a more stable staulard of value and 
standard of \alue mote stable prices than monometallism in 
the following ways {a) They say that 

when two metals are u^cd the total stotL 
of money is larger than only when one 

metal is used to form standard money , and 


than monometal- 
lism and lessens 
riuctnations ofpnccs 


y Bimetallism is the onU scheme for sccurinp stabilit) of the standard 
of lalue nhich has receiicd anj substantial measure of popular support 
Other schemes with this object are at present onlj of academic interest 
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th6 total stock of mone> in bimeUilhsm being larger, any addition, 
to the quantity of money A\ ill affect the value of money and the 
price level in a smaller degree than under mono-metalhsm {b) y It 
IS albo urged by the bimetallists that the increase or decrease in 
production of one metal will be often counteracted by the decrease 
or increase in the jiroduction of another metal , and so the total 
result will be that the \alue of money will be steadier under bimetal- 
lism than under a mono-melalhc system, and therefore general prices 
will be also steadier under hmietalhsni Tins oigument has a certain 
amount of talue 

HistoriciH), hinictalltsrn in I r-iiicc in the period immediatcJj after 1S50 
served to steadv (11) the ratio between pold and silv'er (ii) and the general level of 
price'; So far the biinetallists. were justified But “iincc 1890, there had been a 
great increxse in the “lupplj of gold from the world’s mines and the indications arc 
that there would have been also a great increase in the supply of silver if bimetal- 
lism had been established with the free eoinage of silver and so the establishment 
of bimetallism instead of stead) ing prices in fact would have made prices less 
stable than thev arc under monomctallisin] 

(2) Biniiiallism hy a rise ijt prices bene fils prodjtjers^ and 
ei^onrages'pt odftciion 

Some bimetallists maintain that under bimetallism the total 
money stock bould be larger and wmuld increase more rapidly than 
under niono-metallism , and thus there will be a gradual deprecia 
Uon m the value of money and rise in prices under bimetallism w hich 
will stimulate producers by increasing profits 

0 

Owing lo the demonetisation of silver in 1873, pnees fell and 
the fall in prices discouraged producers 

'' (3) B viielalh sm hyMi ris e in pr ices {and a fall tn Ike valu e 
o f mone y') beneJUsfiepiofs '' 


polvmctallism (ciiculation of more than two inctils), S) mmetallism (two or more 
metals joined phjsically together in the same com or in linked bars’), joint-inetal- 
lism (a kind of bimetallism at a fi\cd ratio), also Fisher’s scheme of the compen- 
sated dol'ar and an artificial gold-excinngc standard (Fisher — The Purchasing 
Power of Monc), Chapter \ 11 I) 

t The fact IS that under certain exceptional conditions even one metal maj 
secure more steadiness than two metals “Tun unrxaMc metals joined through 
bimetallism may be hkeued io t'vo tipsy men locking arms Together thej walk 
somewhat more steadily than apart, although if one happens to be much more 
sober than the other, his own gait may be made worse b) the union ” (Fisher — The 
Purchasing Power of Mont) chap mu ) 
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According to some advocates of bimetallism, the bimcLnilic sys- 
tem bimgb about a gradual depreciation m the value of money and 
thus benefits the debtor class by reducing the burden of debt 

The bimetallists also declare that the single standard (mono 
metallism) leads to a nse in the value of money and thus injures 
debtors by increasing the burden of their delit 


(4) Under a complete system of bimetallism in iihich both 
metals are unlimited legal tender for all payments, the banks would 
be able to keep and manage their resell es, of 
metal more easily and economically and the rates 
tiOps ^n s money would be lower and more uniform 

(6) Another very important claim made by the bimetallists is 
that bimetallism helps the development of foreign 
And <aimulates trade by establishing a par of exchange between 
gold-using and silver-using countries 

Now two countries having the same metal as the standard of 
•value, have a par of txchangt between them in their mternat'onal 
trade (exchange being said to be at par w hen a merchant paying a 
certain amount of money metal in his own country can purchase the 
right to get exactly the same amount of metal in the foreign country 
But between two countnes one having silver as the standard 
value and the other having gold as the standard of value, there is no 
par of exchange, the relative value of gold and silver is not a fixed 
one but fluctuates according to the vanations of demand or supply 
of the two metals 


. If several nations accept bimetallism and establish a fixed ratio 
between gold and silver by international agreement, a par of ex- 
change between them is established There w ill be no fall in the 
pnee of gold as compared with silver, or fall in the price ol silver 
as compared with gold, merchants will not suffer any losses in their 
foreign trade through fluctuations in the pace of gold or silver, 
and the nsks of business being thus diminished, the commerce 
between gold-using and silver-usmg countnes will be increased 


Some Arguments usually advanced against bimetallism 

(i) * Bimelalhc enuntnes have teally one money and lhai ihe 
worst ^ m ont] 

* Some noted historica.1 e\nmples of this are cn below 

(K) Currency Histoiy of Prance, 

(t) In Europe, many countnes adopted g-old monometallism by the 
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Tl i nation arccpth binieialhsni, thtn under tlie operation of 
Orchlnm’s law Iho countr\ u ill tie left «ith the bad money (bad 
nionn If mone\ o\cmlucd in the circulation andhaiingi 
hitthor \ able coin Ilian as uncoined metal) and the other metal 
will CO out of < irculation 

(2; Opponents of bimetallism declare that when the legal ratio 
between the two metals in the curreiic} will differ from the market 
ratio creators sti/f -van! l>a\ meiit in the dearet metal and deblori 
:vt/l '\.arit to pai in the dept ei titled metal A great deal of confusion 
will be the result of all these 

(3) t Prol ^^t^shail urges the following important considera- 
tions) If the use of gold in the arts incre^ises, the value ot gold 
will rise , and if in the currenc\ a fixed ratio between gold and silver 
Is established, then the mirket ratio between gold and silver will 
differ from tlu fnonetary ratio There \k\\\ hie. speculation a. 
eonsequence of tins, and its attendant esiir 


vfxr 1873 , md in ilu tountiiis of the bimetallic Inpriit called the Latin 
Union silver bcinc overvalued in tiu circulation, under 
ivtT irea enin_ ojk ration of Orcslnni's law f^old bepan to disappt ar 

10 ace go e irom these countries and flowed into the gold monometallic 

eountrie- of the I atin Union were threatened with the dan- 
vvifli onr nionej (siKer inonev) and that composed ol 
the metal having 1 higher r alue as eoiii than as bullion 
(2; Diirin'r the rule ot the J bird Napoleon in France 
the silvrr inoncj being undervalued in comparison with 


it 


vountries I 
per of beinj 

Gold driving sd- 
\t r out of the cir- 
culation 


old 


the currency, gold (bad mone) because o\ erv aliu d 


the currenev; began to displace silver from the circulation 


(l3) Currency History of the United States 

Ihe currenev livstorv of the United States also furnishes sinking 

V samples ft) In 1792 the ratio between the gold and 

Silver monej left ,,,jvcr in the eurrene> was made i to 15 When silver 

and gold driven became cheaper than this in the market, silver mone3 

out began to drive out gold from the currenev 

fz) I atv;r on in 1S34 the Government established the ratio of l\- 
ehangc between gold and silver in the currenev at i to .6 (i or of gold- 
id oz of silver) The value of silver in the market as 
Gold left and bullion rose higher than that, and silver, being thus 

-dver driven out undervalued and gold overvalued in the eurrsnci 

gold drove silver out of circulation and the silver dollar 

disappeared from the eurrenc) 

iV Ihc demonetisation of svher by Gennanj Holland and other 

Furopcan countries and the stoppage of the unlimited coinage of-silvcr in 
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In bimetallism practicable ? 


In addition to the arguments alreadi ad\ anccd in fa^ our ol 
biTueualUsm(see page^ ig, 15, 16), the bimetalh.ts maintain 
blmeualhcs^5»emi. quite pracncnble dhci maintain ^ 

shoiin b^ the c\penencc ot the Latin Monet ir\ Union which suc- 
cessful!} mamwined 1 binielalhe s\-*em from the end ot the t^tn 
centun to iSjt 


it tnt. '//> t >t ^nt tj ibLsI'Ji'ei I <y hinutat/is’ th' Uct^l 

vel^i'cr tic u a c a i in tr- curtciicx should It 'he sant as tn' 
V vkel rjh' het Lhin h c ru/ais tr the inarKet /nr mehils , nnc 
if /iis It ttentnt tt^al ra'io can It trait 'airt'f under certan 
ctr< I’lstari ei 


If on’\ a e tou ttr\ a c l>ts btm^ iallism ‘ben the ratio aih njl 
//<• t an tail 't' ana oirnt t rsm anti ^ollafse As bOon as the aalue ot 
one of the metals nse^ or tails in the market owing to the fluctua- 
tions of demand and suppl\, the market ratio between the two 
metals comes to differ from the legal ratio and under the oi>erttion 
ot Gresham’s law the good nionei (/ e the monet made of the 
metal which his a hicher ralue as metal than as com) will be evpor- 
red to loreign countries and tlie countr) will be Iclt with cn/x one 
notitx (bad monei nude of the depreciated metal) 


tliL countne» o' the 1 atm L nion ilimini':hcd the dtrmnd for sd\cr there 
''■e- mcrcase in the •-uppU of vihcr at the same time onin^ to th- 
o' tari^ Mlttr mint.*; in the V. nilid States The rcsul iva- 
a cT^at decline m the value of silver as compared with the pnte of jrotd 
Ta-i 4c's -ere fastt/ /„ fit Ln'.it Staio te tioh fit dr/re ta‘ on rj 
sil~ ard ft) keep gc’ti as —ell as s htr ti he c trrenn The tnited 

State' passed the Bland ■ilhston Act Go iStS) ’uthonsincr the coinmtr ot ni 
Ic" than two million and not more than four millton dollars worth of silver 
per month and it pas-ed the ^-Vr/ra> -tc' in i&n authonsincr the purchase 
h\ the treasurv of four and a half million ounces o‘ stiver a month 


The Sh erman 
in the vaTTic o’ 

a he threatened 
disappearance ol 
cold prevented bv 
the csfahlishment 
of cold raono- 
TnetaUi'iTi 


_ Aci_ did not snecceJ m 'topping the dv prceratt 
'liver There vva~ a senous dancer that the peo] 
o the Lnited States would be kit oalv wath o 
monev viz the monev made o' depreciated -nhe 
and so the Sherman :ict was repealed (The Lmt 

tho «pressK declarers tl 

the cold dollar shall be the vandard ot value a 

ild the Emted States piact.calK a countrv 

hold mono-metallisai ) 
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‘ounlnes accef)/ btmelaUism with a Eved ratio 
betw ecu gold and silver, then the operation oi GrcshamY lav can be 
counteracted and bimclallum can be inainlanted ai Ihe kqal raito 
fixed upon bv the government 

Suppose the go\crnmentb of se\eral nations establish bimetallism 
at the ratio ol 15101(10/ of gold in coins = 15 0/ of silver in 
coins) that being also the market ratio at the time Then after a 
time the -value of one ot the metal-, viz , silver falls in the market— r 
0/ of gold bullion becomes equal to 16 oe of silver bullion The 
\alue of silver being now higher in the form of coins than as bullion, 
people will find It profitable to com silver bullion into silver coins 
P , , debtors will now want to make their payments by 

tion Of’^ tht "double Coining the depreciated metal (/ / silver) and in this 
standird "ay there will be an increased demand for the de- 

preciated metal and the increased demand for the 
metal w ill check the depreciation of its value^ Payments will be 
made nowTn silver a 7 id~notm gold and so there will be less 
demand for gold and the nrice of trold w^ fall In this way by 
a rise in the pi ue of the depreciaitdsTlvtr ind b\ a fall tn the 
price of gold, the ratio between gold and silver as bullion metal 
will lend to be brought back to the legal ratio between gold and 
silver in tiio currency (r 0/ gold in coins - 150/ of silver in coins) 

Ihis IS called the .compensatoi y action of bimetallism 

The larger the number of countnes accepting bimetallism at the 
same fixed ratio, and the greater the economic resources of these 
countries, the stronger wall be this compensatory action 

It thus appears that national bimetallism (bimetallism established 
in one country independently of other countnes) is impracticable , 
international bimetallism (bimetallism established at a fixed ratio 
by the joint agreement of several nations) is practicable / 

Under what conditions is a bimetalhc system ^ '' 
practicable ? 

(1) The first condition is that it must be accepted at a fixed 
ratio by the joint agreement of several industnally and commercially 
powerful nations With bimetallism universal or general among 
nations, the ratio might be piaintained 

(2) An increase in demand for a money material of a higher 
monetarj utility (gold) coinciding with an increase in the supply ol 
the cheaper metal (silver) during a penod of rapidly increasing 
wealth would work against the maintenance of the bimetallic ratio 
Prof Kinlcy remarks, '■^Dtirtnjg ^prolonged _ periods of slow 
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, (i) Gold mono-metallism ib simpler tlnn htmU-illisin mid .0 
more easilj worked in pr'iclice 

(-’) Gold being the d^.'vrer maa! is niori, -,1.^0011)10 .is cur- 
rency to the neb and eeunomicill) progres-,i\e comnuimues witti 
iheir large scale of ineomes ind ir uis iclioiis 

(3) Prof Kinle\ hobU “I he fluctuations in the riUie ol gold 

under monometillisin ( une no greater dilliciiltics x>i thf^ long ? 

than would occur in prices under the biineiallic s\slem ” 

{4) Again the progress of industrial inieiilion gnes us good 
grounds for belieung th it tli.. suiipU of gold Irom the mint,s will bt 
equal to th. d..niin 1 lor golJ umLr the svsieni of mono metallism 
It is not likeK ihat there Will be an\ serious shortage of gold for 
moneur purpo,.s il gold monoinetalhsin is established 

III The Gold-exchange Standard 

If in the monel try system of a eountn we hare (i) coins of two 
metals as unlimited legal tender (2) tlie use ot a local currency 
mainly not of gold in the internal eircuhtion. and some dcurce of 
unwillingness to supph uold (international currency) lor internal 
circulation in evchange for the local currency (5) i higli degree ol 
willingness to give intern.ational currenev in erehangc for local 
currency at a certain ma\imuni rate for making payments to foreign 
countries, and the use of a reserve of the superior metal and other 
foreign credits for this purpose, then such a svstem is called n 
Gold txihaxioe Slandarl Jjidia has got a gold-exchange 
standard— -she uses an inferior metal (silver) for the local currency, 
and makes gold (mcernational currency / at atlable for foreign 
pay ments, at a certain maximum rate m exchange for local currency 

The gold-exchange standard was first introduced into Tara, 
and It IS now tn operaUon m India, the Philippines, Mexico and 
Panama 


The Indian gold-exchange standard has 


an 


o- — ... internal currency 

chiefly’ of rupees, and it makes gold available for foreign pay’nients 
m exchange for rupees and so it is called a com [>1 omxse stcuiditrd , 
a compromise between the silver and the gold standard It has 
been also described as a cro/g uandard wUhmt a <^old currenev 
there being no considerable curculation of gold coins in India 
' Admirers of the Indian gold-exchange standard claim for it two 
n the internal currency is cheapr consist- 

, ng of .artificially appreciated rupees ^i) stability of exchange w ith 
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£qreiai__coun_tnes^ niicl the)_ even_ckim _tliat_the_gold-e\cha.nge 
bUndard !•> tlfc^standard of the future in all c ount iies 

During the last great war, governments ha\e issued vast quantities 
of papei monej , and they have in various ways greatly economised 
the use of gold in the internal currencj, and have accumulated large 
gold reserves It is maint lined by some vmters (1) that this greatly 
diminished use of gold in the internal currency during the war period, 
and the increased used of papei money have prepared the people 
for the introduction of gold-exchange standard and all its econo- 
mies in almost all large modern states (11) and that the economy ot 
the gold-exchange standard is a very gieat advantage to governments 
and peoples when the) arc groaning under the burden of heavy 
taxation and enormous increises of national debts due to the war 

England (with London as the centre of the world’s money market) 
and the United Stales of America are not going to kdopt the 
gold-exchange standard 

(1 here has been a good deal of criticism of the gold-exchange 
standard, and one notable critic is Prol Nicholson t) 

Paper money 

Papec,jnoneyJias , been used from v'ei3’'_ earl^ times to replace a 
part of the metallic money for carrying on the exchange transactmns 
of the commuruly ' 

The history ot paper money in Europe begins much later than 
us histor) in Asia 

In China It was used in the ninth century and possibly even ^ 
earlier than that Japan and Persia introduced paper money 
perhaps in imitation of the Chinese And there is some reason i 
for believing that it was in circulation ev'en in ancient Assyna and 
Babylon 

The enormous quantities of paper money issued by modern 
governments during the last great war make this subject one of 
great interest and importance at the present day 

Three kinds of pa^i mo^y _ - j-' 

There are three kinds of paper money 

(i) Jlcprestulaiivt paper money The person or the institution 
issuing a representative paper money keeps a jrewj>e^y/__jn£lal 


t Nisholson — Mone> and Monetary Problems , War Finance 
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e\a('h equal io iht nominal '>ahte of tJu udIlS iiiUid 

paper money represents an ujunilcnt amminl ot met illie mone\ 

depoMted someNvhere rius kind of paper inone\ is as safe a,s 

nn lallic monc) hecausi u represents an equal amornt ol mttallu 

mont N and it is at ilie same time more < onreiiient and < rononiical 

Representative nap( r moiieN m\\ be issued b\ "n\ eminent-' or b\ 

banks 


Thr qold ani si’ ir inhfua'n of \imiiei an i \anqiles o. 
repres( ntitue paper mone\ 

linn Hide nieevKihle <>r fidncia i tapn moms jTJjts 
consuls 'f vein /< ' d'/iiji spi'-ie lan 6< / t ^ oi dan ml It 
lakes l 1 firm of a piomisc to par i crriiin sum of metilhcr 
mones^ 

A' all the note lioldeis do not (k->ire to lOiirert the note-, intn 
metal at the same ttin. , so the anu ml of n, al to I'C kept as i 
resene for securing the coinertibilnr of tin notes n /, ;,i//i miicii 
smaller ihan Ihc fa e value of flu mlr: issued 

\^3) ^neofiT't I ii’di 01 ,r/ eihetii lo/e n mirtn'nril pafci 

mmit I 


7 Ins cons’sls of units for lohii,! iqecu ei><ti,llu ol /aineef On 
thriand t 

V 

The pieces of ])aper monei ol this uescription cont un i 
printed statement that the notes m ot such and siieh raliie (a 
note for loo francs a note for 300 franc 1 hut tlier ire not 
n tended to be paid in metallic moncr 

Inconvertible paper consisting ol notes issued h\ a nor eminent 
without the intention of pacing it in speec is also called ><;/ mono 

There are ovo kinds of inconierlible piper moner (i) inper which 
IS inconvertible from the time of its issue (2) papei which was 
coinertible when it was first issued, but whieli has ceased to be 
comertible oli account of the subsequent iiisnhencr of the issuer-' 
‘No paper mone> is comertible, the full, immediate and uneondn 

within the choice of 

tht liolder 


Some noted histoiical examples of irredeemable paper are the 
Trench assignah of the revolutionarj penod, the Tank of England 
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nut. - tl.irjnu the period ol r,.-irKtion nnd the fffrt/il'tuL tsMicd b) 
thu \nu rn 1.) (ioN^rntnLm duiinj; tlic Ci\il \A ar 

loiiRttu (jinntitic- oi the I «pLi nioiKs i-‘^iiLd durum tin last 
■.v.n'd i\ iT( pruiKilh tiK i.jm nihln ^nd nie attended with the 
t \ a- >' 1 n o,nt nib i'U 


\Vh<^hvrth<-> f ii'auon ot^pnpnr money ic efluiv/ilent to 
theVr rTtion • f v'calth 

t 1 irl'ci \ieu — loiiii ] m ind oiIkts 

1 ()riiie’‘t\ u used t<i la hchexed th\l tile creation oi pa])et inonej 
UTS efjun iK nt to tlu < rcation ot wealth It was held that 
the tot vl Wealth oi a countri was increased b\ 
t'ti« the iniount of paper mDiie) lint was created 

i J he fallai \ ol tins nlea has now lieen clear!) 

e\]jos..d and it is no loncter bLlie\ed in 


II 1 in modern \i'w is difiereni 

^ujipose a roumrs Ins got ten nnlhons of ounei s (U gold in 
tilt nniene) If it can rephti e\en lue millions of ounces 
of j;nld bv an eqmxalent amount of ])ap(r mone), it can employ this 
gold to purehtsc commodilies Irom abroad oi ioi 
I’l),. ttion<\ iinestment in acnciillural or manufacturing 

iri' 1. a<t 

<if t < <iiinlr\ to tli 
(till lit If uphre 
iihHIIk ntoiu % 


nuliistriLs at home Paper money will thus liberate 
fa c millions ounces of gold for productnc purposes 
and will make the rountrt richci b\ fae millions 
of ount es of gold 


thus paper monc\ increases the wealth of a countij to the 
exlentlt allows the^tiiianliK of metallic monc) in the cueuhtion to 
be replace cl and no further 
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T he UM. of })a- 
j)tr inonc\ sn\cs 
I ah ‘ur iiul ( ipitnl 


** Advantages of paper money 

(I) If a. countn Ins got cnougli nicUllic inoncj for all U-. 
aril-,, and if ii then introduces a certain ainoniil ot pipt-r nioiie} 

111 (ircuhtion, the conntri • ill be benciUed in the 
lolluuing \\ I'apcr iiioncj \m 11 replace a port of 
the nietallie iiioiie) and tin-, nietdlic iiione} can In 
iiuisted 111 doine-,tie indii>lries or iHed to jnirrii is'- 
commodities abroad 

If all ( ountries give uji the usc ol nietallK nionc\, tiien llie 
labour and can lal winch are now used fur mining the prei unis 
metals for monetan purposes, this hlioiir and this cajiu il < an tlieii 
be used lor other produetire objects 

(II) Wht II the precious nielils rre Used as meins of eschangi- 

there is a greit loss througli the weir uid te ir o! 

U,n,iudriu''ar and saving 111 tlll- 

tear 01 metals ‘cspeci it pajier is used a= i nelns eit nnling 
exchanges 

(III) Paper moiiei is more coiuenieiii than metallic moiui for 

It N con\Lnicnt nnlving 1 IT ]*iMncnU, nnd iNu n 

" dibtnu 1)1 ices 

to a distance at less cost than metallic mnnes. 
incl tile risk of loss is sniillcr 

Ihese three are the economic ad\ mtages ol paper mone\ 

(n ) The fiscal or linancial adranlage 

It it'*!’ to pa^ interest on the 

. conmcior. 


loan 


Cute , by issuing paper iiionei . and in this wai n would saa th 

interest which It would otherwise have to paj "ould save th 

'irj propcrli compared to countn tnav !• 

carrifa to market all the irrast, onri it circuHtcs -in 

not a sinplc pdc of either TJ r *’f tl'c counlrv produee~ it--i i 

^wstttuhui^ paper mOnc\ :n thr t.Inr'' ‘'r oprnitifliis ,<f hanLuttr (ii 

t,j proMding, if I mar In sUo "f C-W 

waffffon-iia) through the mr cnahk tl" "" "n-taphor \ sort o 

Rroat part of .ts hifthwavs into lod " T to convert aa ,t ucre ; 
n "'■O ccWcroWj///,/„^ and cornfields and therra 

(Adam Smith-The Wealth of Nation^ ^ -tr.r/ Inhmr’ 
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^ lhl^ litviic 01 i-.uincr jnpcr monc\ tor ti-cHl purposes ib often larffch iitili'sed 
o\ cou-i 'a> uhah hive bid cretlit those countrn.'; «hich cannot ctt people 
(o Itnd lain monc\ at all or winch can borrow onU at a hiih rate ot 
JOa rcb 


Dxs id vantages of paper money 

fi) /cM iH vjihic ihan mdallu 

The qnniiiit ol paocr mone\ issued depends upon the caprice 
or die pohc\ of a ^ao\ crnnient and so it is often issued in excessn e 




.abilitN 


(]uannties and a great fall in its value 


in ra! k 


result There is a 
ot metallic mone) 


natural check 
in Us hitrh 


to the 
cost and 


IS the 
supply 


so 


cvc csbUo iddinonb to the stock of metallic nionej^jire not possible 
ab IS posbibie iji die ca^e of papLr monex , and therefore the value 
pi rhctalhc monex lluctuates less than ihe xalue of paper 

1*) Tit vai sK _■?/ ^aper is precarious .or_.uucertain 

becuiso depends x,h.ollx upon the xxill of a goxemment A 

to paper monei 


b nr^rtainty 
paper monex 


noxernnient gixes bx laxxaxalue 


and b} another laxx the goxemment can deprive 
entirclj ol lU. xalue Metallic mone), on the other 
hand xvill haxo a xalue depending upon the xalue ot the metal 
even xvhen the law ceasts to recognise it as monex 

(3) Papet r’ou^i is nafional motu) , circulating xxithin the 
temtorx iTicler the same goxemment it_J_ias_no_ intrinsic xalue, so 
It xxall roi be accepted l,\ foreign naiions in their 
1 ini cd nrea of pa)'meuti Foreign nations xxill take metallic 
circjHtio monex x\ Inch has intnnsic xalue metallic monex 

"" Is thus umx ersal monex 


Pmi Gidc enumcratCb the abo\c mentioned disad\antag-cs of paper 
money and he "^Uiitrcstb that thc.=e disady antafcb xyould be grcatlj reduced 
II all tiM'i'Cd countries bind them'=elye'. bx international ap-eement 

(1) to ci'c leva! currency to one sincrie paper monex { i c tntcntaUonal paper 
o o)tc_\ ) 

{2) not to increabL the quantity of it or to increase it onb m a 
proportion fixed be^'orchand calculated lor each countrx say in proportion 
lo *he inta'ca'c of its population cec 


Inconvertible paper (irredeemable paper) money 


<I) Advantages 

The adnntages xvhich inconvertible paper possesses in common 
vath conxertible paper are gixen on pages 25, 26 
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(II) Evils of irredeemable paper 

(i) I itlle or no rc^ci^c bein.f required in i of nu on^er 

Dnrjcr of osor liblc piper, the danger ot o\cri‘'Mif res lunj; in 

,,5iu nnd (leprcci- dcpreciition of Miiic is oreittr in the cns. pt 

moil inconiemblc piper 

And of course its nine is much Icss stibk thin tin eahu of j^old 
mono} 

{2) Under tlie opcrition ol Urcslnm's l^i". oier-is^ue o* 
Oier ssiiL of in incom crtiblc piper dm es iiiLi illic inonci out of 

ion\triil.lc pijier the circulitioii, tlic displiced nielilhe nioriei 

uiuis on nictillic being lioirdcd melted or exported to ion ign 

muni) ( OUntriOs 

(3) Indited pnce-s icsultmg troni an oier-i>sue of incoim rtible 
paper /nrotjd //u nsk of hinntess UnlieiUIn speCuliMon bei iinf~s 
1 feiture of bubiness under these conditions 

(4) I he spml of ccimhhn'^ introduced into luisin s .ifleCt' 
injunouslj the standard ot business morihii 

(3) Ihe rise in the noniinil prict. ol projiLriN mi iceoiint of 
indited pnce'i nnbes people think ihunsclics rirlnr tln.i ihti 
ictuill} ire And so the\ indul. 1 ivlrni^int and n isti ful 
e%penditure 

I 

(6) The wages paid in piper u ,1 m do not rise 1 ipnckl) and 
I abourcr, suffir to the binie < vU nt i> the pnecs ot ( oininodities 
so labourers buft< r s riousb 


Other things being equil w'l.n n,^er mom ' is issued in(i 
comes in circulation it will di-phee metaili, nionev in tin 
circulation llie larger lUe issue ot mconiert'lile pajier the errcatei 
will be the amount of metalb’ monei disphm d If hai Iht q 7 ianixi\ 
of po,u’ )n.,n(\ tssuiJ c i icih the ijtioriitlx e/ 
vieiii it! ? ivn 1 d Ur, I i/nn 'oe hive or 
oveiissui »f in );-c / l)n pafer an issue in 

excess ut dcmii 1 

Signs of excessive issue of inconvertible paper 

The Ole issue of paper nionej leads to creat eiils Inch hati- 
been ahea i enumerated And so statesmen \nd economists studi 


What IS o\tr- 
i'=isuc of incon\cr- 
tihlc paper 
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c-irelulh the higns which inJiC'ite that tlierc has been an o\enssue 
of incoinorliblc paper 


{ r) 1 iie lir»t eficct uid the first sign of an orenssue of 
ineoi.Ncrtible jiapcr is u piemiiun on cr-,hi Incoin ertible paper 

I'lcnnnni on ill e\cess depreciates in value 

Metallic inonc) retains how e\ er its former value, 
and so It now commands a premium m terms of the paper mone\, 
(in other words the \alue of inconi ertible paper falls — £, i in 
metallic nionc) ivill be worth more than in depreciated inconver- 
tible paper) J’ersons who lequire gold to make pa) ments abroad 
or for other purposes will pay this premium to obtain gold 


(2) 1 his premium on gold is showm also in a rise in the rate of 

c\change The rate ol evchange is the rate at 
which foreign bills ol evchange are sold, and a*- 


Ivi'-c in till rnlt 
( 1 t srlnnjjL 


these bills are payable in metalhc money and 
_gcncrall\ in gold, a premium on gold will bring about a rise in the 
r ite of exchange 


(3) Anothci sign is the disappearance of metallic money 

When bad money in the shape of inconvertible 
mctnlhr'iiirncr^ paper and good money 111 the shape of the metalhc 

*■ money are in the circulation together, by the 

operation of Gresham s law metallic money disappears from the 
circulation 

(4) 1 he fourth sign is a rise in prices 1 his happens w hen there 
Jias been a \er) considerable overissue of inconvertible paper, and 

,, so the c\ il has become a serious one , this does 

Itist in price •, , 1,1 r 

not liappen when the depreciation of paper 
money is small, saj 2 pr 3 per cent 

Ihc price level of the country under a paper money regime thus 
becomes different Irom the world price lev'-el 

t The leeruiatiion of nredeemable paper to prevent over- 
issue and depreciation ' 

A considerable body of opinion is entirely against the issue of 
inconvertible paper by governments 

If inconvertible paper money is at all issued by a gov^ernment, 
means should be taken for regulating the amount of inconvertible 
paper with a view to prevent depreciation and its attendant evils 

{a) Some have proposed to measure fluctuations in prices and 
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toincrcise or dcrrcisc iht amount of inron\erli\»k monty in 
accordance 'iMlh these fluctuations 

This IS nbt possible in priclice and the iIilOts timkrlMnu the 
proposal IS not quite sound 

{i>) One practicable means to prcxuit o\er-issue of nn onrctlibk 
paper money is to rcttulatc the quantity ol ineonM,rtihle piper '-o is 
to present the appearance of a premimn on gold So lonit a-' tiierc 
IS no premium on gold, there is no o\ cr-issuc of paper 

When a Goiernmcnt notices a premium on gold, and a ns<, iii 
the rate of eachange, it should knon that there Ins hei n o%t.r is-.uu 
of mconeertihle paper Its dut\ now is to prohibit the I'sne ol any 
more paper money , and if it finds the eMiemeh dangerous "ign 
of two different Sets of priecs (one payable in metallic monc\ and 
the other pa\able in incon\ crtihlc paper) it should destros the paper 
money th It returns to Us Ireasim to retluce the vmount of paptt 
money in circulation 


* Inconvertibla specie 

As there is iiiconvcrtihle paper mone\ so there mas In meon 
a ertible specie The Indian rupee tsan evample of ineoiuertibU ^ 

specie It Ins boon remarked of the Imiuin tula thu! tt ts 'nii 
incon-'ct l\bh uot( i>rnilcd ott siher — the rupee is no eoiucrtible 
into gold, the Indian government is not bound hs law to give gold 
in exchange for rupees and other inconvertible notes ire prinual 
y o" paper while the inconvertible rupee is printed on sfle^r 

In normal times (i e before ihi war) the ariiflcnlh high value of 
the rupee depends upon the limitation ol (iinntiiv —and this hmt- 
tation ot quantity is made possibk by tlie closing ol the mints to 
the free coinage of silver 


Convertible paper cunenoj 
W/ial li convertible '•c/ier ^ 

By convertible pnfr r currenn we mean notes tor which the part) 
issuing the notes will pay si>e,.ir „ ,l,manj Convertible mper 
currencvc^es to be convertible when it ceascs to be immcdntdi 
and unconditionally convertihle into specie mimcanteq 

By whom )i convertible paper issued P 

counmaj, nr,““ecfK In .f" 

rf In<Jn nnd entecl. of ,l,o U„„ocl S,a,o, n,o con^Slo w"? 
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Con\ertible paper money issued by a bank is called by Walker 
ba/if: mono 1 

Jiivan/ages of convethble and mconvertibh paper money com- 
pared 

Convertible paper possesses the superior convenience and also 
to a certain extent the //inifw of other forms of paper mone} , 
■while retaining the comparative stability of value charactensing 
metallic money and also ensuring the automatic regulation of the 
money buppl> 

(A) Govtinmcnl Converlibh paper 

Advantages 

Ihchscal ad^^n- Ey issuing convertible paper, a Govem- 

tniTL to tlic Go- niGfii secure a certain amount ot revenue 
\trnmLnt Without levying any additional taxes 

(/>) The advantages w Inch the people derive from Government 
convertible paper are those w hich they derive from other forms of 
paper money vi/ the saitn^ of capital 
Iht ndimtafjcs to labour used in the production of gold and 

tht ptoplc silver, the prevention of the wear and teat of 

coins and the superior convenience of paper for many kinds of 
payments 

(B) Convertible bank paper 

Convertible bank paper consists of bank notes issued by banks 
and conv^ertible on demand into standard oi legal tender 
mone} 

The comparative advantages and disadvantages of {k) government and 
(li) hank issues of convertible paper 

The respLCtivc ndsantaffcs of issue b) liankcrs and b} K'O'crnnicnt art 
thus discussed 

( \; Government convertible paper 

I he follouinfr objections ha\c been put forward afrnnst tlie issue of 
convertible paper bj Cov-emment 

(l) It bos been said that the issue of paper nionev is not a proper 
function of tlie fTovemment The answer to this objection depends upon 
one s' ideas as to the proper functions of {fovemment 


T ^\ alter — Political I conomj 
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U) (iini-rium nt'' (oin. r(il>li Iiim uflni nili <1 in ll,“ 

pT-t to nnmlam its conM riiliilit\ so i \pt ru iki is ii,Tiiist v.io.i rtiitn r 

IsslU s 

(3) 11k iKni.i-r o 1- n ssi I sill is ^ I III. r null n nnuiitilili (njn 

tlnii ilh (.onicrtilili. pnpir 1 siu 1 li\ li ml s 

1 14) A sUiinu' olijci turn unnist yo-i //imi 1 1 is tint it /i ii 
ifa'-tic ' t/iiiii I Diitifrlil li ta/ir wmi in hii' liiiltis tinri 1st 1 

tlimmisli till. MiUiniL nf sonMitiWi p ipi r nici>nliii, i limi,! s m li i me 

dcnnntl nnil this c mnot In iliim inimutU In n muni ullni Is luimrai 
(if lnisini.ss conihtnms 


( 13 ) IrutaiidilK I m unit tin its 1 

tl) It thi husintss Ilf noli issiu In [ i i 

not U\ thi. „(i\i inniunl tin n tin |iri\-\t Ixis 
Vnd this ninni\ power will ntlin In n 1 il 1 i u | i 1 
Sts nnd not in he inUrc Is ot thi p o d 

CoiirUision ' 

I he dmi'er expi sled Irom ^ i rn 1 , 1 

lor 1 4ti\irnmcnt to issue noti \ i n I ' 1 , 

(lu hauls ^liDlilU /ic con/r I’nii u tin u ti,( 

Ihc interests of the people 


1 / / '( / II ft 

1 111 pnisK hiiitts 'I 

' hill 1 Tt I 1 IS 

' id in I 111 II 111 n iiiti 1 


I sinmll^ iiiuh irih’ 
I In I I ti ' ur h tr 1 1 It 
e 'run, 11' to prill- 


International paper monej’ 

‘ 1 he Use of piper ins 1 1 ,/ ^,, 1,1 sul 
eipensiic on diiiin, ind or ih I s the rm , 
eechinjfe ill the 4 old iilmh it Ini 1 
uunsils ind food In the 11 e of iihnh 1 I 
sed fKirsirdo — l^nnciplis' 

rile 4 ain to 1 nition 1 oni ubs u 1 
he multiplied mini times t , n lu 11 
replici the present t\ptiisiu r 1 n e 
I ilniur ind capitil non en^a^id ot ^rrdui 
would he s-iicd , ind 1 sen ntili r ijuliti m 
would he jiossible (nth inti rn oml pipir 


' 1 h ip 'll pi ut o till inn 

1 ' > 1111 mdiiidoil ‘ 

' irj 1 I for nil null riiK 
'•I'n 1 ' injiiinuiits in nn re* 

I t er o o I 111 pi ui ij- fold w I 
'■nilund inpir tin ln_ inh/id '1 
mtions lits( 1 on tiu precious mtlnl 
^ dicr for moiii \ pnrpos 
ol Ihi ipunliti of nnn, 1 md its itdut 


iiieiii Ih' fm r nt tSn 1 
>‘»in, ami to .l.cnasi 


'I * UnsttciH of paficr wnuei 

\S ordinariU used, i nt r,,e ^ , 

nOi 0,1(4 io xicrnis, - ,th , r , ,u^ ..r 

Hic decreasing (iimnud *' 

It IS desirable to m iKstic lu 

\-ar)ing dcm-ind *ln difttrcnt \ irvinir in \olimj’ 

tor inonej in certim scisnns md m certain ,mh. '1 t'eiinni 

in increased iinount of curreie’ h!r 'ai ? ^ iCnenUnr.sts win 

dunnjr the hiisj aprricuUiiril si^ason \\ ah an , ''C'-'""'' 

under sintible conditions, the demands for evtri cm 

met without an cstra stnm on the monex sln.d I” 

the Iipensi of tran!ferrmfr;,pccic P'ltcs md withoii 
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T lie W ir Ills rcMxcd scliemcs of intcmitional paper monej 

Schemes of international paper arc non but dreams and nothing more , thc> 
would require a higher decree of ciMh/ation and more cordial cooper ition between 
nations than is possible at the present staire 

SafesTuards for the regrulation of note issues (See 
Cliapter on Banking) 

The Banking: theory and the currency theory of note- 
issue (See Chapter on Banking) 

International Distribution of Money — the divibion of xhc 
Grid’s ‘=uppl> of precious metals among different countries 

(i) T/ie true theory about the dislrihulion of mojiey 

Like other commoditie?, gold and silver distnhute themseh'es 
among different countries according to the demand for them j 
they will flow out from places where their value is low, to places 
where the value is high 

The liroporlwu -erhuh each country s^ets of ihe total ivorhVs 
stock of gold or of any utw supplv is detenntned by the strength 
vf its dernan I as lom'iared xoith the total demand of all Jhe 
countries 

V 11 Jhe clasi) it theory about the International distribution 
' of money {the theory of Ruardo t ant liis filloioer^) 

The answer given to this question iiy Ricardo and accepted 
By many writer^ is this The precious metals are so distributed - 
among different countries as to accommodate themselves to the 
- natural traffic which would take place if no such metals eaisted an I 
' the trade between the countries was purely a trade of barter 

Suppose that there is a disturbance of money equilibrium, and 
a country (A) through increased production of gold in its-mines 
gets a larger supph of money than it requires for its own evchanges 
(/ e trade) The incre.a-se in the supply of money in the country bnngs 


f ‘ Gold and '•ihcr ii-uinfr bi,cn ebosen for thL general medium of circiiKtion, 
i thej -ire, b\ the competition of eommerce, distributed m such proportions 
amongst the different countnes of the world as to accommodate themsehes to the 
natural trafhc which would take place if no such metals csisted, and the trade 
between countnes was purely a trade of barter ’ (Ricardo— Principles of Political 
‘ J'cooom), ChailerVII ) 

a 
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ouiiiNrs or lcokomics 


about in It 1 lower r lUie of moncr -ind inrr, a.c-, the pnr^- of com* 
nSit" Now the prices in \ hem- tlnis raided other eoiintnr^ 
(B C etc) will find it more iirohtable to sell th ir coods to \ t nn 
forme’rh and so the) will send to \ more jxoods than the\ s^nt before- 
—the imports of commodItle^ into \ from foreign countries will thus 
be increased b) the rise of prices in \ 

On the other hand, foreign countries will now bin less m A than 
former!) on account ot the increase of pn. sin V-sa the cvporls 
ffp)^ A to other countries will he diminisheil h\ tin rise of prices 


in A 

Imports will thus largel) cached the i siior . and the comitn, 
will have to evport monev to pi) lor ih iv'". imports Ir 

, increase m Iht qnanliti of momt in t .< tin / in^s //' / <■! in that 
countT) , and tilt ns, jir /i/icci- simuilaies imp >rts ind thst tniraces 
o\'porls and thus brings about \\r\'>>>\i'i n f tnc (\u«. I'onti 
sufpf In a similar 111 inner /</ /I < i tn I'st m tin f/* r 

foiwln hrnti:t about a fall m r e, in that i auiUn, stimulates 
cvports and discourages imp r s la l tint-- h-m ihoui m t ' foi la 
/mw c/ OTcwiV to remedv the tleliMt m V n iln moiu) supph J'lif 

Itrniorxal dix'nbulion of m n i t > o ''term in ‘t fx ix f/itu 
hroupthl about Ihrou^h Iht i^ n \ > mr tl rm ^li ris,. and fall 
in prices 

T Criticism of the Ri ar nn I'r n 


1 he Ricardian theor) m uniauis tint disturb uin in the price 
level of a country are adjusietl In the iiuport or the esporl ot the 


* Killin’^ crtf'cistti Ilf Ihc Aicri linn lilt ir\ ‘f li iinlfii I'ui f > rli tin 
litoiiri 

t'rof Kinlej in Ins ‘Mi'nej I tinnU mil iii Inn, 1 1 itn i m <>( llif 

Uicartlian theor}, the sul)Uanct ot \ m S ie ,mn In Im\ 

(1) (n) Ricsrdo s theore -esMii 1 Sunn n vniipb melsU loin ihr 01101- 

will g-o into the cireulntion nithi nl (liejil-irni, othi r mi iji t 01 i\,h,ne. iinl "ii 
raise onces 

As Prof Kinlev points ,ut m aelual prai iiee 1 lu w s, pp], „( ^,,1,] (|,,„| tU 
niinrs will he nuire hhih to linil Its wae pronipth into tl,, ,, 

sreat monte mitres soil to inoei to fortipn ronntrn s nmh •- tin inllitinitA 
international Innmn r, .pm, nu nts w ithmit inllm nnng pru 1 -- it 'n im 

(A) Specie \ ill ) . eporteil otile if it is th, i hi ape t artnh whuh tin 1 apnrl 
infT covtntn 'll tl c intimtnt ])o s s 

IheiH.ialcasewillhcthatailistml.an.cmth. pro, Ue,l uU K mit he 3 
change in th, oalance of eepi.it ami import of em ds n’ , , , it' c 

tlncii at all 
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procious 3.nd the following objections hnv'e been advanced 

igainst It {a) The Ricardian theory does not pay proper 
attention to tlie fact that a disturbance of price level is often 
adju-,led by means other than the movement of specie {b) It 
neglects the influence of economic friction vhich' often hampers 
specie movcmenis, (0 and it ignores the modern credit mechanism 
w Inch renders unnecessary in a large measure gold movements which 
■ would otherwise have Laken place 


Af^ain tlie Tniount of innnc\ uliicli uotild he neccssarj to c\port, in order 
to readjust the trcntral pric., Ilvl would I)l a larirc portion of the specie of the 
exporting c(iuntr\ hut it would he i \erj small part of tlic specie of the world 
as a whole and so tht rLUtcd\ lor the restoration of the disturbed price level 
iv not adiijtiatc 

1 he Rieardian theorj would apjil) onij if ail international trade was carried 
on b\ means of direct and immediate moncj pavments and if all countries used the 
same standard metal 

fll) Thi Itirardian theorv is also modified In economic friction 

(o) 1 he Ricardian tin orj assumes that the flow of jrold and the adjustment 

of jirices arc imipediate and coinpkU w ithout espense Asa matter of fact the 
flow of (Xold IS not immediate and the distrihution is not instantaneous 

(b) An indiistriallj backward countrv with iindei eloped hanking facilities 
will he able to get nd of its surplus inoncv or to rcnicdj its dcficiencj a-s regards 
the supph of montj leSs ea-sil) than in the case with an induslriallj advanced 
countrj 

(c) 1 he rapidit) and the equableness of the flow of the precious metals arc 
affected to i certain cstent h) n itional and local customs and prejudices as well 
as h) law 

(III) 1 he Riairdian theorv assumes that the medium of paj ments hetiv ecu 
lifferenl countries is homogeneous, and consist of nictalhe inonej onlv , 

1 he fact Is however quite difrercnl tlie medium of payment consists of 
111 tallic iiionev and also credit j4ui/ the uifiitenci uf the credit lystem irrrativ 
viorittiii the Ricardian theo/y of thi distribution of miialhc inonci chi cjtv in 
'^ihefT'o foUo"vint; '•ro_) s 

(rt) I he more complex is the eredil svstem of a countrj , the less metallic 
moncj relativelv is needed lij it for making its pav ments 

ib) The movement of imtilhc monev which would takv place according to 
' hi classical Ricardian theorj is rendered iinnecessarv m nianv ca<?s hj' the 
iperation of the ciedit incchanisiii 




OUrLINi:s OFLCONOMICS 


Ey what moans is tho transfer of bullion from ono couutr 
into another is prevented in a largo dogroo ? 

If trade between difflr^ m n itioiis was t irrad on onh In niuiiti 
of metallic monc) in excit inut, lor goods, then lliero *would lie 
large transfer ot mutalla montx Iroin eounir\ to countrx to inal 
mdcb^"d^ of intcrnation: 


devices ? in>n, ms lu bowcxir n, „i. hruH through credi 

/rr ?>? I//, V m m. idl„ mum \ ’Ihetrui' 
l irr!! ”r PZ ’ n thu^ puvruIoUn . 

tZri? ' 'nhed^enn 


(i) liilhoj' cxchunf^f 

The transfer of buln.m n r , 

number of cases In the e, m . 
bills of exchange th.n u mim 
have to he transf,rr,d man cu i, v 
international trade 


e ' Mil, ssan III I vef) lar’c 
I ‘ x' ' I’tai It tlicre Were iii’ 
u '» III ui UK , dlic mom \ woiilc 
I ’tr\ ui unlit ]) umenls ii 


(2 ) lianktn 


■ V 


hen there a-i. „ m m, , i.m , u 
demands of the k.' 1 1 1,' 1, ' ^change to meet the 

foreign counlncs i.s mu, .V\,’n' 'wll u.ike their paMiumts iv 
abroad '' ‘ xlralis on then cnrre'pondeiii 

Mtrehauis' drj/is 

1 he necessity of stnclm. ,.,.11 

extent also by merchants’ dral.s ^ oinialed ^o a certan 

(3) Trausjer of strut 

Another deuce which renders tl„ .. 
nnnecessar) m certain cases is ih ' prei loiis metal 

balaneeofindcblcdness between tu w ’’cuiriiies Th- 

transfer of securities 

the debtor country I’’*-' tniisfcr of hiilhon fron 

(4) The dthlor couuiro , 

CTeditor Country or jiay Us dd,? wX to 

country > ^cl)t !>> borrowing from some thin! 
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(5) An export of gold from the debtor country may be avoided 
or It may be diminished bj a skilful vianibttlatton of Ihe rate of 
d iscomii ' , 


(How the rale of discount is manipulated to ^^p foreign drains 
of gold is described in the chapter on the foreign exchanges ) 


Gold movemouts 

Thougli the transfer of bullion from one countr)' to another 
IS prevented to a large extent by the developed credit mechanism 
of modern countries, yet there is some movement of 
gold from one countr} to another Through international trade 
and foreign cxchans>e, the gold supply of the world is 
automatically distributed among the countries which need gold 
in accordance with the intensit} of their respective demands for 
gold ' 

CaiiSiS^toJnch ha i to the movement of geld from one connhy to 
ajiothe) ■> 

V 1 

The chief causes which give rise to the movement of gold from 
one country to another are the following — 


(1) A country mining precious metals will naturally export 

Mines them as ordinary merchandise 

(2) The price level of a country exercises a great influence 

upon the rale of exchange and the movement of gold If 
. the pnee level of a country is lower than the 

Changes ii\ price international pnee level, then exports from 

lei cl lead to gold country will be encouraged and imports / 

movemcn s Commodities into the country will be’y-^t. 

discouraged , and so gold will be imported into the country 
to adjust the balance If the price level is higher than 
the international price level, then gold will be exported (It has 
been already seen how^ever that the importation and exportation of 
"old will not be so full and free alwajs as is assumed in the classical 
Theory of distribution of metallic money ) 1 

(3) Other things being equal, a permanent increase m the home , 
trade of a country will necessitate a larger amount of specie for 
carrying on the increased trade and this may cause an importation 
of gold 



OU I LINES OF ECONOMIC^ 


(4) A change in tliu ratio iictwecn gold .iiiil viUer niaj cau'-" 

^tont.tar\ causes ^^portitioii of OIK. or the other mud unilu 

the operation ol Gresham’s law 

(5) An impro\emeni m ilu hmkinu s\sicm of a countrs willcnahl* 

Itankmp causes "■ cacliinci work ol the I oniniunit'. 

ncM „„nf) "" 

lnnkinE''rebcn'''n!?’'’' ' a laifH 

oankingrescne necessin lor t time t id this is likelv lo Ime. 
about an 0/ ,w * 


In normal tiinos /- 

^^jlhc rate of interest ihai \ , 

influincLs pold ///,,, 
ninscments expuri.io,' 

and an importation ol gui mv 


' ‘ ' ' ft/ /'"’ll nf int 

''Hilt, ’ H , I ijtc Ii'IrKHtiwn cf 

'• ra 11 4 ihi, rateot discount tlii' 
Imn h stoiiped or diminishctl 
''roi.ht iboiit 


The amount of mn,„ y n.,.d. d by tt r ountry 

T/tL ntuniiiif <1/ titntSi ) 

Jaiiou,lhc aviatmt i ' / > „ ' 1 'o’ 

iliL licilrce of J^Ltficlioit i' ,, In,,,, ' IV <"1, "fpncoi 

ts tned ' ' ' ' 


" • 'ml l,r ixtent !, ^ , 


An inercascd solunie < f i h ,n c rp 1 

of taUianirc liut not ncub^nlx uiori riion. '' ar mori ilfn |, ,it nudiur' 

will in nianj cases l,e not I , m mores i ” 'dum. n) IniMn-' 

clianfrinp the price lex el ir U -n estins. m " " '“a '' 

credit sx.t- in orb, ah, eherXien'r^^^^^^ -"Pnn . nient in it- 

nicalion or l)> a combination of om or more of tbc^i *^pro;rd ncans uf 

(Each conimuniU will tn to mat 1 . 

espensue under the Kwen eondm.ins M,',' , m"''’''’ '"cthod ul.ieli is bn 
creilit moiicj andsonocmnnierciaKoiint-e • M'CUsue than 

toperfonnitsdirectmomx psjnients a" , ,,/,^,^^^ th n nees! 1 

cfmotaUtcmtnox „ cotnW, t/irWs "*cni r„. „n ii^t 


Theory about the value of money 


poster mo”i °o pTcSo Sta P™" <' ' 

s in exchange lor n) 
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AoTt' thi value of montx fj like the value of evet yllilug else 
a queshon of dtviaiui and supply 


1 he supply of monev depends upon the co-^t of producing 
the money and upon any other cause limiting 
iiupplj Pile tot'd supply of money or the 
nionej force avadabic to do the exchanging work 
of tile community is composed of two fictors, (i) the amount of 
(-) rapidity ol circulation (If one com performs 
Jive exchanges on an average in a week, and another kind of com 
performs ten exchanges — tlie second coin has double the rapidity 
of circulation of the first coin ) 


f^-k!31'*>'>(l^for,jiipn_ey_ m a community depends upon the 
-unount orexehangihg work'to 'be done by mone}' All wealth 
Dcimnd for *’*'^*' produced IS not exchanged through the 

mont\ medium of money Part of the wealth produced 

Is directly consumed by the producers , part 
ol H Is exchanged by barter , and only a part (in a modern society, 
the greater part) is exchanged through the medium of money — 


and this constitutes the monetary demand in a community (Also it 
must be remembered that in a modern industrial society the use of 
credit largely reduces the demand for metallic money for the 
purpose of making exchanges) 

t monej' vanes luveiseh as its^ supply.and dtreclly)\ 

os Its demand, odier things being equal 


The_^QuaniLit;^Theory about the value of money-. 


/ 


(1) The theory in its simple unqualified foim is true only 
in a simple and primitive state of things 


The quauiilv iheoiy in ils simple form stales that ihe value of 
money Jails piOponioiiaUly (and the j>rice level rises) with aji 
increase vi the quantxly of money ami that the value of monty rises 
proportionately find X\\G. price level falls) with adeetcase in tile 
quantity of monej - 


•} 1 liC demand for monev at a ffivcn time in a ijncn society i<; constant, for this 
demand consists of all the commodities eschan^red nith moncj In this sense 
there IS no elasticity in the demand for monct I he demand for money hemp 
constant, the \alue of money depends on the supiily , on the quantity of money — 
all other thinfrs bcin)r equal This is the Quantity 1 heory 
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OUTLINES or rXONOMIC'D 


Mill ronnrks, ‘tint an mcrua‘'C in tlie qinntit' of nioin.\ raiso-. 
prices and a diminution loiver^theni (i c price-, ot i ominodilies) i-, the 
most clcincnlar) proposition in tin tlioon of riiiTcni.\ but he 
careful to point out tint this unqualified statement oi the quatUiij 
theory is true onh in a simp le and pnimine state ol tilings 
[By a simple and primilui siite of things ue mean tli u liien 
IS no credit)'lliat mtlallic mone> (”ol(i aid siUer) is the i\ruisi\i 
instrument of eNchange? there is ic> lio irdmg and no h irier. ami 
"all commodities are for i \ehan^i,ahat ilu \ ohinu ofhnsintss does 
not change ind^ there is no i ii 1114^ in th< habits of jleoptc 
I regards tlie use of mone\ Oiit\ in 1 1 ii up ,>lf ; rtmh. e it tl’ 

\oJ soct^l^ We ha\e tint direct iml miun Ue eoimctioi Ihlvcen 
tquanlU} of uionej and pneis which is assirlel in the umiualified 
'form of thcquaiuit} tlieon) 


rilt laliu of ulieat nsi 01 fall' 1 iin .lutia , if no ri a-r in tli ‘■JlipU o 
svlicat So docs tile Mine of r Cc of s iti 411 u tvr id < *1 t r t imrnndito So iliw 

tile nine of nioncj — but m llu cas< ol u, 1 , \ , nU il 1 in \ 't, c is f\itc‘h 

in inicrsc propurlion to tlic clniioi in 01 it \ d „ i,„ nti is do di’rt 

Oil \-alut of mom \ isc-saclh InUid atiliftbi <|ii ml i\ 1 in r,'-- id o four tiinrs 

the \aluc L\acU\ rcdiiridloom t lurt'i I h 1 tiring thi drimril to iiioarc 
IS constant and has no clasticitv 


1 

I 


(A) Short and long periods 
(l) Ftslur 

The Qiiantih Thcdx in tic 11 ii^if c >jt m - ut m ' /( 'riir ‘rtel!i ti" < 
nhsoluiih Hnnnt, iran'.itton {irit’\ A suddui ihaoei in 'm timiiliU o' 
monti and deposits u ill Uiiiponrilv m tiansi(,„(i piumi affr < t Un ,r ulmities 
of circiilatuin and th \oliin c of tr id, and a 1 1 o et m llu i]iianiil\ of inrtni \ m 
such a period mat not produce a prop rtionai .lioi„i in pme 

A ornm/f 1 (; c in iht Itni^ mti 0/ 1 1 in tr irtMtion 1 ere ft 
rhaniirs in the iptanfitt o/tiwnn pnuntr fio/dliona! theitf, it f/i-i's- (if 

111 the irciiciof puce!t~rl\ h,d»r has protul Hal imdir sti.h conditions a 

change in the qiiantit) of inonct dois n. t affi.t r.loiilus or ih, r.Iiiti, of ftadi 

and so far as thr quant, ts <f moues , . one, rm d its . fTr ; , n, i s ,r stnctK 

.proportional-rariations ,n mom r supph p.odiir. propou,, nal .InnCrs in 

nnccK ‘ ‘ 


(2) Taussig 


For short periods c\LTiformi"k \ 
ncction 1 ctnttn the quan \l\ of s| ccil nml 


ars it jv. 4 )ftin (hOirii’t lo tra v 
}ir c s 


'in\ ctun- 


On the other hard in the /rn^ mn 
and prices IS to he disetmtd \\hil tht 
prices and the total purchasing 
(PnncipUs) 


1 rcHtion th\ \ohinn it 

prtcisf (pianlitTt)\ niitun htlntcn 
1TV Krm'' of inoti \ r niafn> unvlnl rn 
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In complex modern vnlustf tal societies, where credit is used as 
a means of purchasing power and where w e have to take note of 
other factors like hoarding, barter etc the connection between 
prices and the quantit}' of metallic money is not so direct as is stated 
in Mill’s ‘elementary proposition , and so tp such societies the 
quantity theory in its unqualified form does not app'ly 

( 2 ) The ‘scientific’ and developed form of the quantity 
theory'-fstafe d with proper qualifications to suit modern 
^ndltions and~ as accepted by modern economists ) 

d he quantity theory must be rightly stated with suitable limita- 
tions to make it applicable to modern industrial countnes w ith a 
developed credit system and wath changing industrial and monetary 
conditions And in a properly qualified form, the truth of the theory 
IS admitted practically by all modern economists 

We may state the law thus — other things being equal the' 
value of mone} falls proportionately (and the price level rises) w th 
ail nu lease in the quantity 0/ money and the value 0/ money rises 
propo! tiouiitely (and the price icvel falls) with a diminution 111 the 
quantity of money 

The quantity theoiy iS thus hue under certain hypotheiual 
conditions 

The qualification ‘other things being equal’ is highly significant 
and^extr'emely important 

Ihe hypothetical conditions implied by ‘other things being equal’ ^ 
are the following — 

(r) T he volume of ij ade, (i <• , the amount of evchange work 
to be" done by money) must remain the same, in other words ^the 
demand .fqr^money must remain the same 

(An increase in the volume of trade means an increase in the 
demand for money, and a decrease in the volume of trade leads to 
a decreased demand for money ) 

(2) Balter 

The amount of exchange work done by barter must also lemain 
the sayie (An increase in the volume of exchange work done b} 
barter wall lead to a smaller demand for money ) 

(3) 

Theie must be also no change in the business liabits of the 
people and no change m tlie use of ciedit (Other things being 
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ouii INI ^ oi- 1 ( «)\()\ri(S 


t.qinl, in iin rc i-'ccl u->i <j\<r In i ill l< iil ii i stinlhr ili mand in 
iiiuius, and SI) will li i\ tin ^lrnl < (T 1 1 iipini ill' \aliii ii( niun 
and priLLh i-i in imrt I'l n 'in > jipk u! nnnu) J l)„ tncri'X'^i! 
U'u of credit couks iru n • t r ti.nk n^ I ■ il .n < tc) 


(q) Riiphh'* of % I It 

T/ic arfiii^'d r,t )i,/i , , - 

ii/isi relit Jill unci, lu^f 

{ \n men i-, in t'l - ^ i,. it i 

mune\ ol i i ountrs tw i i t 1 r.i tin , 

the sinu iinuun "i im \ t| i , 

effect ujion tliL \ dll' u' I M I 

moiui I'lc lit i n >1 I, II 

mcni ol in«.ini ol ( . , 

bin! I u I n imK" cti ) 

1 imlh wl imtit n 
mclils i-. not ui>,d i-. n 
!'■ usu' lor induiln d p ir,. / 
tries would diminis'i di 
Gold is distriliuti d b 
purrhxsnij; power ol . 
in ounce ot gold 

The cost of the r. , ■ ^ 

value '' ‘ 


(,lll ihi rf 

'htUM ( inbles tit' 
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* It Ik. not ko truk flni t 
tbit Lurrtnt .iln, d, rn. — 
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The value of papot money 

‘ It is.m this pnnu(.l thi ,,u,M ,, 
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An incrcabO in llie (lunntuy of money increases proportionately 
prices uuid loners the \alue of money), and a decrease in the 
qmntitv of mone\ lowers proportionately prices (and increases tlitf 
\alue ot monej ) — onU when other things are equal, in other 
words onl\ when the volume of iride, barter, the use of credit 
and rapidity of circulation ot money (and also of credit) 
remain iinchanced 1 he influence of the (juantity of money on 
the value of mone\ mav and is however often counteracted hj 
changes in these other thing'. \i/ trade, barter, credit and rapidity 
ofeinuhiion lorevample, when the quanlilj of money is doubled, 

if at the same time the volume of trade is doubled the mciease 

in the quantitv (suppK) of mouej will have its influence counteracted 
b) the corresponding mere ise m the volume of trade (demand foi 
nionc)) and there will be no change m prices uid in the value at 
nionej 


Symbolical exipiession of the theory ot the 
value of money 

(u) Fisher’s foi mula 

I’rol 1 islur -.iini'. un the quantitv theon in the follow inu' formula 
MV-fMa\i 


In till*, fonriul i 

i rrtlii trade, i < , tlic quantitj of evchanqinjj work to he done 
P=tlie |>iice level of commodities. 

M=:quantitj of iiionc) 

Mlr=the qiiantitj of credit fAceordin,^ to l^rof 1 ishcr bears a 


/■ 

Othir thnit^s bnng equal, the value of it conzcrttble faper varies in-erseh^ 
as Its quantih Sueh a thenrj ahoiit the value of inconvertible paper thoiie‘’h 
Kcnerall) leceptcd is not stnrtlj true in all cases An excessive issue of meonVer- 
tible paper will destroy the Confidence of the people and the value of inconver- 
tible notes will then depreciate more than in proportion to the increase in qu intitj 
\\ hen inconvertible paper has dnven metallic currency entirely out of the 
circulation even thin it will have value provided it remains legal tender for 
eertain purposes, e g the pajment of taxes etc JX it ceases to he legal tender 
tlien its value maj fall to zero and it will be replaced bj natural nionej 

(Jtlier tilings, being equal’ here means that tlie total quantitj of commodities 
has not clianged, and that credit transactions and the rapiditj of circulation of 
p jicrnioniv are constant 
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proportion of M to 
population, of 


M in an\ countrj 
l)U‘;inc'>» sjMem-, 


definite proportion to M , and the 
depends upon the concentration of 
of pajmcntin usecfc) 

V=\elocitj of circulation of mone\ 

V^=\elocitj of circulation of credit 

The formula means that gutn 1 \ 

.clocitj of circulation of moncj thu amount oi crenii ana me \clocii_y oi 
nrculation of credit all thin,|s rcmainmj; the same), P(priCis) rises ppopt,|-toinatel) 
.Mth an increase in the suppl\ ot \I (mone\), k falls proportionate!} uath a 
lecreasc in the supph of M 

If M IS trebled then P will hs also trebled if \1 is halved (if the quantit\ 
4 monc\ IS reduced hj half), then tlu prics level will be also hah id 

Other things being equal, P the price le\il (ol commodities) depends upon the 
quantitj of mone) --wH •<-«io,v£-3 eketttt- — « -»■ t— 


^1' ^ (r, c the volume of trade, the 

f credit and the vclocit} of 


(b) 


Prof Chapman s formultD 


Is su nmed up hv Prof Ch ipinan in the 


1 ishcr s formula P means 


The theor} of the value of 
following formulx 
I ct 

P = Purchasing power of monej^ (noli that in 
anotlicr thingTru price fev cl of i ommoditics.) 

. 0,1 o l.o do„o ,do6mlo 

.o"r.w" T’ CO..O.I 1.™ 

\ =:Vclocitj of circulation of monev ounces at , r 

V =Velocitv of circulation of credit mone\ - amount ofrredit monev 

‘V svmbols Prof Chapman sums 

about the value of monej in the three following formiil , 

i .p 

(1) P= , 

M\ + M V' 

monej ounces, the amoun/ of CTedTmon *1"'^ '‘^'"citv of circulation of 

these things remaining the same) P (tim nu ''‘'''’'•'‘i *'f circulation— all 
iai£2£li-aaJiL (the quantit> ofmonej ounc^ ^P-'cchasing power of monev) varu^s 

’"dustr.al uses IS gli en Z the c*'quatm^^^ between monetarj uses and 

The^mrchrs,!?J'r."!l !.! ‘'’‘i ^unce of gold bulb 

ounce 


up the coinpkti theorv 


The purcha-sin- nouer nf = 

ICC of gold bulhon C-I ^ '-'’““Ubc exchange v alue of 

(3) Tinallv T" 

S=P, If S IS marginal siippK pr.ce of an ounce of gold 


lU 
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lilt imrchivimr power of i monc\ onnet will equal the marginal supplj price 
if an ounce of gold 

* Statistical verification of the Quantity Theory 

rill Oinntit\ lluorv can lie slatisticallj aerified Prices bj the middle of 
l6(h Centura ro-e to double or treble what prices had been in the beginning- of 
t2th tentur) , and this general nsc of pnees was due chiefly to the great 
increase in the suppl) of precious metals from the discoi erj and exploitation of 
America Again from IbOO up to the jircsent, general jirices hare bccrl steadily 
rising and the dominant cause of this is a largcK increased supplj of gold from 
South Africa Klondike etc 

t- 

The quantity theory of money in its application to India 

2 he qtiauiit\ thiorj .// tls bald and xinquahfied form (namely 
that the value of money riseV or tails proport]onal:ely“wifli a decrease 
or increase in the supply of money) does not apply lo India This 
IS shown bj an examination of Index Numbers Index Numbers 
indicate diat the total currency in circulation increased from loo 
in the year 1S94 to 164 m the } ear 1912 , but pnees in the same 
period did not rise in the same proportion but rose from lOo to only 
13S '1 he fall in the value of money (and the rise in prices) has^ 

not been proportionate to the increase m the money supply [ 

In modern fndia, thus the talue of money does no/ depend only 
upon I he qnan/i/v oj money f 

1 he increase in tlie average rapidity of circulation due to im- 
proved means of communication etc , the increasing use of credit 
resulting from better banking facilities, a very considerable use 
of the precious metals for the purpose of making ornaments etc 
and for hoarding, changes m the volume of business — all these factors 
affect the influence exercised by the quantity of metallic money 
upon the value of money and prices in India So the quantity 
theory to be made applicable to India must be stated with suitable 
Jimitations and not in its unqualified form 

Objections against the Quantity Theory 

Objictioni h-iic been advanced against the qnantitj theorj 

(A) Objectors to the Quantitv J hcori have sometimes maintained that prices 
should he regarded as causes rather than ns effeets High prices increase the 
siipplj of moricj, and low price-s bring about a decrease in the monej supplj — 
changes in prices are*- the causes and not effects of changes in the quantity of 
moncj 


fisher — Ihe Purchasing Power of Monej chapters \I, \H 
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1 Ills iiliji-rtion IS cntiixU unsininrl 

‘ Sii fa from Its lit iriK triK tliil lii„'’i prit ■ < ui i ipi ri i ' vi j,,ih n ni'i'i*'. 

it IS I lit thnl niiine\ a\oiils Ihi, (iltn "inil tin titr <>l luuli jnui ii'l 1 ' 

pl-iCi mil timi of lou pricrs tliinhi im i 'itin„ th ini ') i Itt\ 5 tif I ‘<i’ 

ti n!icr — 1 lie I’uicli isin^ I’lii'i r of M ini \ • Ini nm 

( 11 ) Ihc till rilit\ Iluite iin)>' >' > It In in ntdiii ( uu nju 1 

But o'/irr Ihttxg (ir* tio' 1 ; iiil in I III ill in 11 \ tiu 1 o line llnriT^ 

rlnnijn, ill' ri are cli in,es m Vlu miKh t 1 U 1' t ^ n I' > 1 1 ijnii'tinti 'M'i' 
intlu'lr) i InnjXts in npiiliti nfim il " " "to I >' 1 i 1 k' 'i^nt' ' fti r'* 

nenlalilc in all cinintriesl anti iinimns I in^i' ~ rt , 1 1 i 1 1'll in iti 1(1 ’ilpi-t 
Tin part pla\ nil b\ tpilil is \nr\ sunll i t m i 1 niti < < lit in ina! i- pa\n al^ 

in inUrnal and in foreittn iradn an 1 ii is i , t ' i\ n nnn li 1 ri,i}i i 1' 

on tlic intliu nee of ^iild in rnlatio 1 1 p n ' > 1 1 i p p 1 mn !-‘ni“r 

^ndd and rrcdit is al o di 1111 d li\ 0,1] um ' 1 1 i \ I In 1 \ 1 tph' 1 i”;; 

till, infliiente of iiuIJ npi n p n e"- an 1 1 ^ ' a >11 n pn la t i 1 il larpif 

— tins seems somi llnn^ Id e 1 10 o 1 1 1.^ ' , ' 1 in a lis’' 1 'titie lie t* r 

rainfall and tlie inPou oi tin rivi an 1 1 1 1 1 i' t' 1 d \ ot tlie 

full s 

I’rot 1 avii;lilin lia.s aliand in 1 it ' i Ui e an II of Vnliotsoa o 
\i r\ rritical about it 

Changes in the value of nm e\ 


\ an 1 I ti f \ 11 b'd via IS 


ipprectiTiiivi of tluincx nie e 

incTe,a^e in us purrlnain^ pnwe ^ 

Dtprecialloti of mjii't 11 

ckcreasL in us purrlnsin^ po 


\ iln (if naont 


111 ofniuue\,n 


litn tho siijipK nl uioiii e is nu ii ise I i ^ j telone t^l^t 
funeral prircs (ol e oinnuHliues) ire r us a— lu w su,\ p> he 
m ot curt. nr\ \Vh a ih supph ul nmn lel'UVe'v lo 

tht deniiiul dtcrcaa^b to aue n 1 1 m Pi n jn t n , n p’ fdl-- 
1 llitre la said to lie a emh oilt ot e I eii i uvri h \ 

Such conlnuinn or mil Uion is sud p, i, ,,i, „ u 

depends upon nauiral^ .Ou u„o ,i„ ^ ..f j„,,|ot.a 

due tlic action of (,o\ rnnent issi,,,, n . nnaerohli onjr or 

tne.esaneainomts-die;:i, .a:.. 

CW/m/i,.;; b) hnn^m^ iholU i rise m the a ,iu, manea 

,Hiors aaho ,n repajmi Up snui. am nmt ofmo. U, 
borrowed return to the CTcelUon, i lar«. r o„r 1 

' of so„.„.oa.l,c> , o„<l ,1 corroi,„,Kl,„:K',,'"Sr:^j!;::;' "■ 
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\ 

on llic oilier Innd, by bringing about a fall in the value ‘ 
of monc\ t iijur eK //;c L! editor class in a community , and it corres- 
pondinglj'bunefTir^L.bfori 

' of Artificial Inflation 

Artificnl mil ition ruiulting from evccbsive issue of inconvertible 
paper jiroduc^s nian\ e\ils and these ha^c been described in 
page eS 

Artificial inflation of this sort is also a great hindrance in 
inteniatmiial trade roreignerb ha\c no faith in the depreciating 
paper money of another nation and so the foreign trade of the 
countT) IS injuriously affected 

The grt,at vorld-war just finished has brought about the issue of 
enormous quannlics of inconvertible paper money by different 
governments, and this lias kd to inflation and all its evils 

t 

Causes of appreciation 

Y e have an ippreuation of the value of monc) w hen the same 
(piantitv of gold bu}s a linger nuiiiber of goods than before, and 
this ajiprcci ition m u lie diic to different causes t g 

(\) The quaiility ol monej remains fixed, but there is an 
increase m the sujifilv of eoiiiiiiodities 

(2) The (juantily ol inonej has diminished, but tlie volume of 
goods remains the same 

(:;) Tile quantitv of money and volume of goods remain the 
same^, but there is a diminished use of credit or barter throwing more 
work’upon the existing supply of money and thus increasing tlie value 
of money And so on 

The increased sujiply of commodities will be often due to better 
methods of production and the dmimished supply of precious metals 
for moncUr) pm poses may be due to exhaustion of mines or to 
economic conditions maUing the mining industries comparatively 
unprofitable 01 to wars interfering with mineral production 111 a 
country or to an increised demand foi gold in othei eountnes 
for monctarj or for industrial purposes etc 
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Cati8e3 of depreciation 

We have depreciation of the value of money w hen the same 
quantity of gold buys a smaller number of the units ol goods than 

before 

And this depreciation maj be due to diiTerent causes t g 

(1) The quantity of money remains fived, and there is a decrease 
in the supply of commodities This happens vetj rareh 

(2) Ihe quantity of money has mere ised, but the volume of 
goods remains the same This is more commonly found 

(3) The quantity of money an I volume of goods remain the 
same, but there is an increased uso o credit and barter throw ing less 
work upon money and bnnging about a fall m the value of money 

a / 

' Effects of changes in the vn’ue of money 

Different effects of appi ecmti >n i^niti different conditions 

If the appreciation is due to an mere i--c in the supph of goods 
due to better methods of production, quantuv of money remaining 

the same then societv ha-, gained in greater producing 

capacity, and also an increased consumption of goods by ill 
classes 


If the appreciation is due to a I'mnniition in the ijuantity of 
money, the quantity of goods rciuaiaiiig the same, then the total 
social satisfaction remains unchanged 


Appreciation of money and falling puces 
(A) Advantages of appreciation 


(i1 J.he creditor (thougn getting back from the debtor the 
same amount of money) will now get from the debtor a higher 
vjilue in terms of commodities because ot ihe increased purcliasmg 
power of money Ihe debtor loses, but he may get some 
compensationjor his loss m a oimmished rate ol interest 

"1th fived incomes gain by an increase m the 
purchasing power of their incomes 

nioieJ- vS^AWu” earners _gain because the same 

mcreased^urchasinrposJ’eYormoneT"''''''^’'^'' ™ 
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Tho normal case of falhag pncos 

11)1 ncrm')! cim. oI ippn ( ntmn of moni^ md Inllinfr prict-,, is fliat of n pro- 

grtssm minmunitv VMtli t ctouid^ population prnducmcrnt a fmduall\ dc era s i n g 

oi jiroduLtion i>n nccoiint nf unpni\< tin nt** 

I ndcr thtsc riri.iiinsnni c s pi ts,ons with lived income s (t r persons getting 
liMd snhrn s or pi nsions) gam through thi falling prices The same income 
will now hu\ 1 hririr niimliei of units of commodities 

r I he 1 Iifrc/rcni I;r will gain first fiom tin diminished cost, then iho capitalists 
|hiii till consam.ri and finall) tin -iiie'. ranters 1 he decreased cost^ofproduc 
f^'istimiilati s irttenirisers li\ mi r< ised prohls and incrcnses their demanil (or 
fcapital and forci s up the rati of intcust— thus the capifalists benefit The com 
■pi tition In twei n product rs makts till in lower pnrt s and thus gnes the eonsiimcr 
anadvanligi and at tlu saii)t iiiiii it h ads them to offer higher wages to 

s lahoiireis 

(B) Iheadvantages of Appreciation^ 

Apprecirilion will produce serious evils if ii discourages pro- 
duc^gn aiul increases unemploymeiU , ihfen hliourefs^ulU sufler 
’gently md also capitalists and entrepreneurs 

' ” V 

Deprocialton of money (and rising prices of commodities) 

(A) Advantages of depreciation of money (and rising 
prices )~ 

III Xtit rjsi/iir prices {a/ .ommoaiHes) iticiease the profits of the 
enterprisers and thus stimulate husineis ' ~ 

(Profits oj the produceis are jnereased because cost of production 
doe s not mercase as quickly as pnees^, and so the rise m prices in- 
creases' the margin between the jificc of the comnioditj and Us cost 

Though the stimulation of production by rising prices sometimes 
leads to escessivL speculalion and a crisis, jet on the hholc it does a 
considerable amount of good Pro! „ EJy t ^ppmts .out, that the 
encouragement e,iven hy risinp pi tees leads to the iilaloj neiv 
method'^ of frodiuhon ^ and to a general freeing of the industnal 
organt/ation and methods from the restraints of Inbils and 
traditions 

(2) CredUors dehlors^aiu The debtor though repaying 

the same amount of hib'hey that he borroived is returning a less 
value in terms of commodities because the purchasing power of 
money h is fallen 


T LI\~OutIincs of fconomic- 
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Enterpribcrs work hrg^.I^ with borrowtd nioiiti and as debtors 
Uhe\ benefit bj the fall m the value of inones 

1 he jireditors howe\er ^ain ‘•ome compt n-,ition through an 
incre^ed jate’oljnlerest hen pnces an ri-iti_ the rate of intcr^t 
generall} tends to rise — the adjustment o! I’l. rrte of interest to 
prices IS mainE unconscious, but still a.-'wctrs are able and 
willing to pa\ a higher rate of interest w it n ri i ig prices for thtir 
commodities and so there is a nse in the ra ^ ot interest 


(B) Disadvantages of Depreciation 


; (i) A period oi j^sin^ prtccs f ,u , i„ <7 rr/x/r and Us 

attendant e\ ils In such a period prufit' are Iiigh J he result is 
’ that tlm’^'l e\c^sne_ speculation loans ire made freeh cien" to* 
incompetent entrepreneurs and there s in. fiieient work and over 
I production 

12) How the cj'editors are iiiiurvd hj the rising prices — this 
has been alreadj nonced in page 49 

(3I JPersou^jvjjh^fi.xeiKincimes ^lr persons receiving fixed 
' salanes or pensions), suffer because the same money income w ill 
now purchase a smaller amount of com modules than before 

(4) Other things being equal r n,nu,urs will lose because they 
will have to jiay higher pnces for commodities " 


(5, Mone) wag« dji_ not generallj rise as quickly as prices , 
If pnees nse taster than monev wages at a particular uL the rea 
wages of labour are obviouslj hlhng and so the labouurs arc 


prising falling or_stGady prices t e best ? 

Some people hold that rising pnees are best for a commumtj 

It has been alreadv seen howcit'r tint .,„,i 
stances nsing pnees lead to serious evils MoJ neon’ll^’" circum- 
that the normal case of falling pnees as described ni '' 
good for the commumtj as a whole ^ d9 

Prof, ,Chaprnan thinks that the prices whii h o 
m general and are undisturbed bj fluctuation^ are ? ^ 

; for a communitv Steadv nrices do awa\ whole 

,ar7,D-- ’ ed„„r, debars 

urs, wage 
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M0H.8urftment ot changes in the value of money— Index 
numbers 

“ e 

* i Ji(, cn,nngO'> in the purchasing power of mone} arc measured 
J»\ IiKie\ Numbers of prices 

\l first si^lu It iiiighi sLcin impossible that changes in prices 
can be incasnrt,d bec uise the prices of different commodities are 
moving in different directions This difficulty however can be 
overcome b> .mifr./gi, g — if the price of one commodity rises 30% 
and if the price of anotlier commodity falls 30% we may say 
that on an average, prices of commodities have neither fallen nor 
risen We mav take the prices of many commodities and averaging 
them find an average pnce for some standard year , and by com- 
paring the average price in another year with the average price of the 
standard vear, we ma) measure changes in average pnce of commo- 
dities, and from that we may calculate changes in the value of money 

. If the (tviragc price of commodities has fallen,'' 
v-Tiur^‘'of ‘"nionc^'' obviously thc Value (the purchasing power) of 
calculatetl throufrli moue\ has risen, and if the aveiage puce has 
nn pnce riicv the value pf ntntiej has fallen 

Relation het’Vini the value of iiwnej and prices {; e thc price level of 
tninmnditns ) 

When 40 Mcrs of r Ce arc sold for Rs 4, then thc purchasing porver of a 
rui.LL < qinls t< n seers of rice When the pnce of thc commodUy has fallen 
from Rs 4 a in-iund to Rs 3 a maund thc purchasing power of moiic) has risen 
from lOsLcrsto n' scerv 

To put It in a more general form, mfall tn the price level (j e general pnees 
of commodities) means an increased purchasing poniei of money and a rise in 
ir neral prices imaus a dimimshtd purchasinir pomer of money The reci- 
procal relation between changes in the purchasing power of moncj and changes 

in the level of prices should be carefullj remembered 

/ How to construct a table of^ Index Numbers-general 

ruiesf "" 

The chief points in thc construction of a table of inde\ numbers 
are thc following 

(1) J'he selection of a standard or basic petiod 

(2) J he St lection of commodities 

(3) The collection of pnce quotations of the selected 
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commodities ntdifTcri-iU period-, nnd i!)«. <alciil itio i o'' tjic ntt >■> of 
these prices to the piicc". of thi commodi it ^ m iln h isit p no I 

(4) Aveiacivii; ol tlu pnci ntiu^ 

(t) Pftu i 

First, \\c tnke up the que-tum oi ih> hisu j . nod 
One penod is to hi seletteil is tl,,. strmiiril or In* v peruM md 
tlie jirices of other [.cnods -re lo l._ u> up 1-. d 1 ith tin jriees <if t!i> 
stnndnrd penod i, I Ik st .ndwl p -10 1 nn l, „ In ted ns om 
particular >e.tr r , lenons tool tlu \1ir1S71 is t‘i'\nndard 
period hut it is no’i more usual inun^ * i o*it)*justs seU * t a 
longer period, a sonis of more o'" f ■. 1 orin d star a tin I>t‘i> 
period tor iiulcs inimln rs ) 


{2) T Selti-ttoti of ct^n » 1 Uu 

Y'Other difficult) hes m the prop r s, Keium o' . omtuudiltes of 
Mhich prices arc to he taken ! h. hsi o, , on, mnlitic^ must Ik 
representative as possible 

It must include impori mt looti Knm , r m m u, n ds ,nuf u tii 
red commodities, the principal mirl , oj p,oduem>, and t oust. I 
ption and trade in the tounln (1,, ihi esr o is s A 1 ^ 

numbers prepared by oifTereiu uniirs md i ' *s ol ' < lu ral mde' 

of co,om='’d„L ,aui, .I,,; t” rf 

(While cons'rurtin^ ind. e nunili, is f.r 

commodilits, im sUtntuin loth. ii. , n| I"'!''" ' y 1 uj ' ir - - ne 

calculatinp chin,,. s in thei.ni.lnMne i - ol O 

we must M.kct tlnisi rommodi ks „I„rl, i ,.11 i , 'I*- Ar.kine djss 

workinir man) ''' u’ 1 i <1 aK lad rt ni tl 

(3) 

A third difficult) hes m ll„ ornn a 
calculation of pnee ratios * ^o!(i ttkm o' pru es , nd 


lilt 1), , 


* \rcordine (a I'rof Mar.lnll 

iou*s ^car 

t "is nmnlwr of roinniaditus silm,,! .. 
indcs number ,s based on zs coinm„,l,t,A 
■ FalUmr tabes a larf,c numbirand mrlml * “ 
hc I'urcbasm^ Power of Mono, cha,U.rtr 


* ^ t' 1 < t r 1 to la the 


I I r \\( 1) , ,, 
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In the collection of price quotations, care must be taken that the 
prices quoted for the same commodity in succeeding years are for 
the same quality of the commodity 

We should take i\ holesale or retail prices according to the 
particular purpose in \iei\ Whole^le prices are more accurately 
known, apply to a larger area and are geneially more convenient for 
general purposes For the purpose of showing the change in the 
cost of living of any particular class of people retail pnees must be 
used 

When the prices ol the representative commodites in different 
periods have been collected, these pnees must be expressed as ratios 
of the prices of the same commodities in the standard period 

(4) Averaging — question of weighting 

The averaging of the prices of the commodities in each penod 
can be done in many ways 

The simple arithmetical average yields practically as good 
results as index numbers obtained by other kinds of averages 
(weighted and unweighted) , and it is much more easily calculated 

It IS best therefore to use the simple arithmetical average , and 
this IS found for any particular period by summing the relative 
prices of the commodities and then dividing by the number of 
commodities 

1 he a\enigc price may be calculated in the following' different wajs (i) The 
arithmcticnl avoage maj be taken -is has been done in the abo\e para Somijitimcs 
the a\erage price in a particular period is calculated bj taking (2) the geometrical 
average, the nth root of the product of the relative prices of commodities 
Other kinds of averages are (a) the median which divides the relative prices of 
one particular year into two halves, half of the relative prices being above tfic 
median and the other relative prices being below it and (4) the mode 

Again when calculating the average price for anj jear, the same importance mayl 
not be attached to all the commodities A commoditj which is more important^ 
in the consumption or the trade of the country will not have the number loo assig-f 
lied to it but a higher number, the exact amount of weight to be ^iven to eacH 
commoditj depending upon its relative importance for the particular purpose irj 
view This sort of average is called weighted average ' 

Weighted index numbers seem to^^Siwe theoretically preferable , but numerous 
expenments have shown that different systems of weighted index numbers and a 
sjstem ol unweighted numbers jield almost the same results Weighting in actual 
practice thus docs not seem to be -of much importance, and unweighted index 
numbers are generally recognised bj economists as serving all useful purposes 
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’l) 1 hrn tiic }<nr iKo i is to lir tlken as fhe standard ^ car Tliat \car 

■SA- >PI T far rmii x, ar giul not . a normal nnr and so it would be better 
to lakt IS tlio' basil jh nod the whole pi.riod from jggo to 189Q which ma\ he 
!al en as a normal period Inc from ahnnrinal fluctuations 

Laleulla IS a port wlun modi rn < 1 onoinic conditions are more pronounced 
than in iht rural parts of India and wlun llu number of articles, for which price 
tpiotalions art atnilahle is miuh lar^rir than in the interior tracts 

Till iiprisuntaliM lommnditu s m (ahutta are rici wheat, dal, milk, phec, 
inustnnl oil, p Mato suprar salt lolmeo as articts of peneral eonsumption and 
articks of forcipn tradi hkr jutt (.otton hides oilseeds tra, coal, and iron etc 
It should hi iiolind tint pncis m ( alriitla are related on the one hand to prices 
II tin lull nor tracts of Indi 1 ind on thi other hand to prircs in world markets 

(31 rill arithmetical atcrap, of these prices will Mcld [iracticallj the same 
results a an\ o*lur s\stim of averapinp and so the arithmetical a\ crape maj 
he taki i 
/ 

/ Purposes for wliich index numbers are used (The 
scnTccs rciicle-red b) iudt3\ numbers) 

1 hw piiirposcs_ie,r\Ld b\_indt-\_j}umberh_arc jhiis given by Prof 
KinlLv" ~ 

(1) To fin^for dit^tudent, of economic jiistorj a rough 

measure, "*01 changes m uelfarc from tunc to time, as shown by 
cTnngcs in the purrhasintr jtower of monej 

(2) i o fumish a standard to keep general prices steady in order 
to keep 'trade' sfable 

(3) XP furjiish a liasis for the ef|uitabIe_di^harge^oX long tjinc 

debts 

(4) »Co supply means tor measuring tlie purchasing power of 
watres anrl incomes in d’fierent places among different peoples 


Pi of Kinloy’s r'^marlcs on the best kind of index numbers 
for general purposes 

' lor trtncral purposes, ch infrcs in the \ due of money can be fairh shown b> 
a tnhl, co’istructid of H't f>nrcs of arltcles cf ir-neral consumption This is 
hi nusL ‘>nt 'i corT^uincr 

fit lo consiriiclintr surh a table on the basis of quantities consumed, roto wn- 

/mo/v s//ou/4 /'I -rr/m/co' except in cases where we cannot get accurate pnees of 
the finislud product tii Wholesale prices arc easier to pet, and lary less 
. as hetwicn different places and on the whole it would be licttcr to use 
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whicli will b(,r\t, all tin "i puriyiNi- 

Tlie increiso in tho pioduction of jtold 
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production of gold in iin ^ lecr- 'in i njti or 1 1\ ; wir 
bimi 1902 wie i-- great i-> tin 1 >t i j mutton tn th ft- rioi 
first mentioned 

1 he Ciiusf' of tilts linge in< 'i i'> i iht prodtti 'ton oi wOlt 

ire (i) the opening up ot new mm-' lu ''omi) \.ri''i in Can id 

the United States ami Alaska m) mil th( ^ri ■*t itnproecnti tits 

mining methods 


t/iu/i srt/r J-nrf\ nistt iil "l le ail (iiiir^ in cm in n, tl c i I ' 
iiuinlKrs 
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eiumtities mirke ted nr consumed it thi t.iM n dite- 
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houhl 111 Is 
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Limitations of Index Nambers 


Ho ejnr do index numbers iijtisfai tiiril\ „ t i 
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a he ealue of indcs nuinlicre for the jnirpo'i id f 
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I lie ( jf,.!s ot this onornious tncreabc iii llie production of 
iold Kv hv,in^ '\1dcl3 foil in Linopt. in America and even in 
iIhUiU Indn linked to eoUi standard counlries b\' her ttold e\clnnse 
blin(]ir.d 

(.7^ Prices ha\t, risen on recount of the increased suppi} 

of inone' rod the (|uebtion ot high prices has been seriously 

eneagun; tlu attcnlion of economists and politicians all over 
the world 

{h) \V iges ha\c ilso 1 Well hut not in proportion to the rise in 
pnet s and so the wage earners are suffering severely 

How I rise in prices due to increase m the supply of money 

afTects difierent classes ot people has been described on page 

50 etc 

The Tabular Standard of Value— a standard for deferred 

}) n Ulellts 

In the modern business world the great majont) of business 
transactions arc done on credit , the payments are 
■deferred iher are made 30, 60, or 90 dajs after the purchase 
■of goods Now steadiness in a standard for these deferred 
pa\nients has been sirongl) ad^ocated on the ground that such 
Steadiness well pre\ent creditor as well as debtor from making 
undcserred gams and losses through changes in the value of 
mone) 

> 

Various sorts ot standards of deferred pa)ments have been 
projiONcd to rcali/c tins object , and one of the more impor- 
tant of these is the tabniar oj multipie couimf'dilv slandard 
which has received i great deal of attention from politicians 
and economists 

TIh Tahulai Stunduid h bused upon the Index Numbers of 
prices of commoditus (As it is based on the prices of many 
commodities it IS also called the Multiple Slaudard) 

Uiidei a Jabular Slundatd deferred payments would he 
regulated an officially kept system of inde\ numbers — the 
principal of the debt would be itict eased with an increase of puces 
as shown bv index, uumheis and it would be decreased with 
dec) ease in piKe^^ 

If a man borrows /"i 000 in the year when the index numbei 
of prices is 100 and if he has to repay it in a year w'hen tlie 
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)nde\ number has nsen to i-o, he will ln\e to jnv C i=oo, to 
compunsalo the crctluor for the fall in tlie \a1uc ot nioncv 
/t 2 oo will noi bu) as much ommoditw s— and will b ''onh 
the same as when the index niimbir was tav«.cr, 

V17 TOO 

The argument in favour of tho Tabular Stnndnrd 

Adroidlts of Ihc Tnhtitar Sliitsd.jrij tl'c/./ro tho! it matrlwt 
justice hetiVecii cirtlilot ottd dthtoi l\ Jiri' tliu^ fa' the refoi 
mtiil nf the same amouitl a/ leoats and not the sam^ tinmiO' 
of money (the xalue of which may baxi • handed ) 

Neither the creditor nor the di htor is allowfd lO jjatn O' 
lose through flitciualions m lhe“ \ahie of monet '1 he printijid 
sum ot the debt is tncrca-.cd or <lccrea'-ed accor^lmp to decrcas' 
or increase m the X alue of monct as mdu att cl In indi x number' 
In this way the xahie of die debt in terms of c onmioditics reuiata 
unaltered, the creditor alw.axs uets irom the debtor the sarwr 
xaUie m terms of commodities \ Inch he lent to Inm 


ObjectiouB against tbo Tabular btandard 

(i) A ver) important objection urged h> I’rol Kmle) is iht*- 
The tabular standard n not just as it apjieat it first sicfi* 

The tshnlnr st.n 

dard IS not just returned to tlu ereduoT linteMruiax ha\« 
been viir chance's m prices , and so th' 
heiiefit of a use in {>ru< ones nltreh Ij h tieJitore, i ttii 
henefii of a fill in /<//,, ,,'</< r f«/^/r/i !> .tu ,iehtai\ 1 he Te''tb 
just thing would he, liowexer, to dnidc the In lu fit Irom 
or fall between creditors and debtors 

1 ( 2 ) With gold as a sta idard ofxahit and ill other form' 
of money cionsertible imo gold, ehanges in prices irc not hkeh 
to be rapid enough to do niucli itijiisUCe to eillii r < rcdiior 
or debtors,— 30 the Tahnhn '^tamiaut uu,u cessan 


(3) Ihe interest rate ns. s when the \ due of monts fall 
and prices rise and ,t falls when the xdu. of monm rises atw 
prices fall In ^ waj changes m the mterest rate compensaV 
creditor and debtor to some extent for looses ,luc to Vise o 

Sandard^’^'"''' ^ for the Tabiib 
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( 4 ) The Tnl)ular Standard ib also not suitable for business 
,ebib for short periods in which pnee fluctuations are not large 
noiigh to require any correction. 

1 he I’abuiar Standard also produces difficulties in the can- 
ellation of bills of exchange because bills uill have fluctuating 
allies under the varying Tabular Standard 

Hie conclusion thus seems to be that the 'lalular Standard 

not nccessarj to secure justut for ct editors and debtois in 
e felted (>a) nicjiis for hnst pei tods and it is not suitable for 
' tisivfss debts for short periods and the cancellation oj credit 
ociivients like dills of exchanspe and notes 

Other kinds of standards for deferred payments have been propo- 
" -d and accounts of these are given in Prof Kinley’s Money 
"hap 13 and in Prof Lauglilm’s Pnnciples of Money, Chap 3 

A firood currency system Is necessary to the economic 
irospenty of a country 

Money in a good currency system would perform properly^ 
he different functions of money, that is it should be a goodu 
iicdiiim of exchange, it should be a good measure of value, andf 
t should be a good standard of deferred payments ^ 

To perform money functions properly, s^bi/itj'jn the value of 
.nonet is essential A money the value of which fluctuates, will not 
le a good medium of exchange, will not be a good measure of 
allies and will be a bad standard for deferred payments because 
' he instability in the value of money wall cause undeserved gains 
nd losses4o-cxchangers 

Stability in the value of money prevents these undeserved 
ains and losses and so greatly stimulates e xchan ge j\\athin a country , 
nd the stimulation of exchange leads to an extension of divasion of 
aboiir and increase in the productive efficiency of the country and 
hus to economic prosperity 

A country with a stable standard of value also benefits in inter- 
lational trade Uncertainty in the v'alue of money discourages 
,oreign trade 

A t'ood currenc) system should also economise as far as possible 
he use of metallic money for metallic money is expensive Paper 
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monL\ 1 . chcip, U 1. com.niuU lor 

distant pajmcnls and ihi- r(htn>- dtinand- of tUu puhli'' fur 
md coins nnrk tin, iijip.r limit ot the ssp ft! nuti - l'h( L' 

ol paper nione) nuhiii proper hunt- hi Ips tcononne p'0'-p_tiu^ 
its snp-Tinr can\ 1 m n' an 1 aUu h\ th<. iin t \lUv uunit.a whiCa'' 
hheraUs from the < irmilatum 

A '40od ciirrLiK \ ')'l in should iNu 1 ) c/i'i/ , i c tin 
ol tnonm sh mil aspind uth iii iiu rcas;. in th dtmanl' 
currenci and 'huuld contriei tauh i dti ti '' d d maiul for ci rrer'' 
-\n clastic cniTcncs i alp^ hu-.! v ptu'pc'ita hs i a f<. I'tnp til 
pi) ot cvirrcnc) \\licii u is needed and In dc* rt. istnc tin siipplj 
a decreased su[jpl\ v\oiild he eoud fo" tiu i oninuiiiiis 1 in-’ t' 
lb seriireil ^eimralh In e vp m-,io i and lo uth turn ot note i mh 
h\ capaiision and roniriciion m innl i n dii' 

Siimmarj 


tl ) I'ri < nun im I'll-' i ' << ' < i ’ k li i Lr 'I'rm ) r If) t’ If ' 

'’CrfC ns itl in nttn r »► iru » " i tli l ‘ ns i it sjit*,t r t nit ff J I** ^ 

s I'mmoililj moni \ 

( 2 ) ainnev s i\i 1 I II 'll. a 1 s If n( iau» ' 

s'anilnrdef (Ii fi rrol ( nr il ti . < i i i 

('?) Wlif 11 tun t mil I II II mull ir i s i),, mm IHiH* 
iina tliir in i sem ui tli n I'm ml .. In > nn u i I li u! Hut i i. i! O'S t 

rnimij old ot Uu eirintnlu i t i 1 i u la i) 

{A in ini'nllisin tils lu-en nl\ irn i tl i j, -I,, anilHli’f' 

and nUo ns lienelitin, pi I Ui rs d !■ in. mJ , !i u li pu . )< 'i nund'l 

silvir iisin^i nnd edd ii i . i i m i 

Bi-melntl|sm has ti en ml is i m., r, j 1 i , , p, ntia' 

beenusi cold nionmniinilism is PUti 1 1 ip . U in t , h an i pi ■ res ns rcni 

nitiss IS siniplLr nnd m ths I nm dnis n.i i ro t i v im h s;,., (’tlsfU 

<if pnfts tlinn In nirlntlisni 


(n) Pnpsr iiionse n sli i („ ] j,,,,, „] ' 

eonsulsrabts Imnneinl risoiir.i In On l.insiiniir ml t], mil- r>siiltit’. f 
nnmer issue of imotn erlibts pnps r nr. m ... s U an t m u ininss.n sSoa’s 
•carcfiili\ frunrded n^'ainst 


( 6 ) niiiu^h the trnnsiu Ol biilli.ni tr.mi on. , .M, n p, m,„l„ r ,s mi'i' ' 
to n \Lr\ lar.re eelent tn the u o) esr,,,,, ,,1^,1 .Iruir < 'i v.ltliTtiss 

mo\cmcnt of ^oUl trom » ountn it, voum,\ ih li r}nn i-s ,n nn'*. 
mi.netars causes bant mt: eaints clinnHs i„ rnv .Humr. ' 


17) TI.einlueof mnnrj ,s l,U On \nlii. 
demand nnd supplj Othi ' Oimus bi mp tm.al 
the satue of moncj rism or falls pr s,,t,rtu.nnte!x 
she (juantitv of moncj 


o' niuOiio, 1 tsi I i)Ufsiinri 
an 1 ill n nut smninim' lies 
niOi On dtsrsn 1 or ininasc 
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'(8) Apprcci-ition has its adiantages and disadvantagres and so also depreciation 
n tlic mIioIl, ho\\e\Lr, stcad\ prices arc the best ^ 

(g) 1 he tabular standard has been proposed as a standard for deferred 

ments But it is not so just as it appears to be, moreoier it is not 
essarj for man) kinds of defcirid ments 


Questions 


1 ^Vhat are the characteristics ot ffood commodit) inone) ’ Show that 
Id and siher possess these qualities in a gfreater degree than am other 
mmodit) 

2 Enumerate and classif) the functions of mone) 

3 Define mone). Explain the difficulties that beset an attempt to define 
mm ( C U 1915 ) 

4 (a) What IS coinage I rce coinage"’ Gratuitous coinage’ Brassage 
(n) Explain standard mono), token mone), eredit-mone) 

5 State Gresham’s Law with all necessar) limitations 

How doe^ good mono) disappear ’ Does Gresham’s Law apph to the 
dian currenc) s)stcm ’(CL 1909) 

6 (n) Outline the mam arguments for and against bi-inetaliism ’ 
L 1910) 

(d) In what wa)s is international bi-metallism supenor to bi metallism 
actised b) one countr) independent!) of other countries ’ Discuss 
hether and under what conditions, the s\stem of bi metallic nione\ is 
acticable (C U 1909) 

1 xplain the compensator) action of the double standard 
"(c) State the case for gold mono-mctallism ’ (C U 1910) 

7 (a) What are the adiantagcs of paper mone) and, what arc its 
sadiantagcs ’ 

(6) What are the mils, which result from an o\er-issue of incon- 
ertiblc paper ’ 

What arc the signs which indicate; that mcoiuertible paper has been 
sued in excess i. 

8 Expound briofl) the law of territorial distribution of monp\ among 
iffcrcnt nations (C U iguu) 

9 (n) Mention the chief causes which give rise to a 11101 eiiicnt of 
old from one countr) to another 

(6) By what means is the transfer of bullion from coiintn to countr) 
re\ ented in a large degree ’ (C L 1914) 

10 (<r) Discuss the following proposition ‘ Ihe \alue of nionm 

kc the \aluc of an)thing cKe, is merel) a question of demand and 
uppl\ ’ (C U 1912) I 
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(i) ‘That an int rn^f in tin. im'- iiit\ n' nni ir\ ru jitur O'i 
thminlitinn lowir-* tluin i Un inn I iltnunt'* v ji n,n itmn in tl r i 
of 1 orrcncj ami witlnnit it nr ‘should 1 a\( no ! i v t rV o 1 rf ~Mil! 

I xamini tins stalci nnl ntfh '•i' ' la! n i rau to Iiiihm ior< ‘ 

and '•hnn hi>\ th( thi ora ta trin nidt in i in,i’i aid | iituiSo.r 'at' 

thin^^-i tC V I014) 


tol Stall tin t)jin ilv I in nv it M m vi h n < ara hm j 
so as to make it apidnahlc tn compU \ in > Irrn iml 'ual 1 oMirinni'ii \ 

10 (n) \\ hat arc tin purpoio for x ho n n d 1 uml or ajr 1 rd 
ill) Ho\ would xou construct a t tide I f n’rxnoi tfi^x 

(c) How would xou lioxx thi ihini 1 j.'iir ii ( almtta ih 
the last It xcars hx tnih \ nuinlicr n'l • ; r nimh! xon pax “V* 
attention’ (C L 1014! 


11 \n) What IS apprrci ilion ’ <V, i 1 n nl’xtiou . o-i-m , m 

(/«) What an the iFtrls m ( 1 i. ,ai, ,r, i„d i!> ji 1 1 ntion ->• 

X arious classis of pcopU tf 1 i' 

(cj I’oinl out thi laUMs ml imlo x i •! r‘ , o' thr vre it in ,f 

tn the production of ^old xxithm r. not Inn >. 

12 What ic the cav III lixnu, ( i. , i,,,),, .tandarl’ Jc 
nt^ndira rt'illv jusl K it niiCc.-s irv 


13 Wh\ IS a u'ood cum nr\ , 

proaperitx of a countrx (C I totSi 
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CHAPILR II 


CREDIT AND BANKING 




f WTia b 18 credit ? 


(0 By crahj avc mean the ,>oner xtlnch one man l.as tu tndu 
another man to put econom.c goods at Im, (hspnsnl for a tune c 
the promise of the debtor to m\ the, I r. ilitor r 

Cnl/.ns U, at , “ 

( 2 ) The term credit is also used tn r. r. , 
credit transaction The power of borrowinrr r> c\cliango ‘ 

transactions In a cash transactior nr ^ 
for present wealth, tn a "> 

e\r.hnnr'«d for future xtealth P'^escni We..dth 

until a certain penod f 
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lime ])T> elapsed ’ In a c^sli transaction there are two elements, 
i'l) the goods sold (/>} and the money paid forlhem in the present' 
In a credit transaction paj ment is made at some future time, and 
''0 a Jj^ini element, the eltmetil of litne is added'' 

^-■^wo forms of credit 

Credit tran->actiona can be di\ided_intq two,chief_classes (i) 
Sale of goods on condition ot pajment at some future dale (2) 
d oan of money on condition of pajment at some future time 
\^,,/^Btory of credit 

In incicnt tnnt-, and in the middle ages, credit cMstcd but in a 

rudiintntarj lorm I cans were used in these times cliicn> for purpose 
of Consumption but thej Mere not used to anj considerable extent for 

purpose, of encouraging production 

Prof Hildebrand a distinguished economist of the German historical 
school holds that there arc three stages in the economic evolution of 
societx 

(ij iXatiiral economy, in ahich there is no exchange or exchange 
lakes the form of barter 

{ 2 ) Monet economy, in tthich money is the medium of exchange 

(3) Credit cconomj characterised by the use of credit in exchange 
transactions As a matter of fact all these tiz barter, use of 

mono) and use of credit arc found together more or less in the 

different stages of economic etolution, and so Hildebrand’s classification 
ran be accepted as correct onlj in the sense that each stage of economic 
etolution IS characterised bj the predominance of one or the other, though 
the other ttto are not completely excluded 


Credit econom> is onl} in its beginning , economists think that in 
course of time the sjstcm of credit ttill be so largely dctelopcd that it ttall 
do at\^ 'entirely ttith metallic money 

credit create capital ? 

(1) t Mr Macleod’s view 

Mr Macleod has advanced a somewhat novel view^ by 
maintaining that credit creiktes capital and that credit instruments 
mre real wealth true capi tal 

(2) Ihc correct view 

The opinion that credit is a factor of production and can create 
w'ealth quite as well as land and labour — fhis opinion {Macleod’s 

Tttiv) lb clearly wTong 


+ “ Both money and credit are capital ” “ Mercantile credit is 

mercantile capital ” (Macleod — Elements of Banking, Chapters IV and V ) 
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Unlike Land and Labour, C'edit >s nol an vidiptudtnt fach] 
or a <reiil 0/ prodiicl 1011 CTCiimc, new If is Pnl\ a vulfiod q 

produchoiq consisting in borrowing ol capital b} one person froa 
another and the use of that borrowed capital in the work of produc 
tion (In the words of Tohn Stuart !Mill, credit is simply permission 
to use the capital of others ) When one man lends a capttal ot 
;^iooo to another mm, from tlie national point of tuew the 
capital is not doubled, new capital is not created l)j the mere facto! 
lending , only die eapitd tliat was m the liands of the lender isnoi 
transferred to tlie hands of tne borrower When a min sees hb 
reflection in the mirror It would be absurd to sa\ that there are 
two persons , and it would hi fpiallj absurd to sa) that there ari. 
two capitals each worth one in the hand of the borrower 

and the other in the hand of tin. Under, whui the lender has icrl 
pTiooo to the bonowtr 


^ Advantages of credit 

(t) Crahl he’ps /noaiuliot t\ midmiis' nipi/a/ nion’ /aoduf 
iivt Though credit is not a factor of production and cannot he 
regarded as creating c ipUal h) tin. mere fact ol lending, still it 
performs very import int services m helping production 

Persons who luve muCi i tpttal and not the ability loman.tg'- 
it, also labourers, servints and other persons wlio have not enough 
capital to start business separatel), and minors, women and other 
persons who bj reason of their age, ^cv, or occupation cannot 
^ogage in industrial enterprises — these persons bv metns of th" 
credit mechanism are able to transfer their capital to entrepreneur'' 
who will use their capital to tlm best aiiiantaf^e m the wore 
production 


In this wa) much capiirl which would have been wasted m 
unproductive consumption, or hoarded 01 used meffieientl) m 

SSpmnLtr by competent 

(2) Credit shmul aies t he 

and ^ioor smKiuJ'’ o I'^uUons oiirmg to all classes rich 

S quamme^ ofgoirand nicdumf of^'" corTespondma 

meaiuni of ])T,yment I he eeononw 
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in tile U''L ot nion_3 t!ius ufit-ciud ciinltle^ a country to increase its 
proihiuti'. i. t.apit U 

t}) ^ledit turnislius i nio-< pcrKct rnd convenient means of 
(nvnu 1! I!) 1 iru^c stun-, ind hetu u\ distant places than is furnished 
in ihi«,pr(. ciou'' nici il' "rnJ it thu-, •'ivi.s time and labour 
s." "Aril'S of credit 

1 in advaniartes ot ircil.t ir^ many and are of very gicat sennet 
to -o( ‘ct\ c must not overlook hov ever ihe fact that the system 
of I redu IS attended with ccriam evils ' 

'some luve 111 mUaiiicd thac the use of creilit lor the purpose of 
prodiiconn IS alwivs good uni that credit for consumption purposes 
Is a!u ivs evil 1 his though true in most c.rses is not always true 

(i) Men horrowma lor . '/isii/>i purposes often become 
oMnvagant and cxlravaganee fre(jiie_ntlv leaus to iraud anu oisiiones- 
TJ oi v‘ inous suits ■ - 

■ ’ I 

{2) \s regards /oo/A/r/n-e eredu s mietimes leads to reckless'' 
‘•peculation bringing mi-'chicl tnd ruin’ in its tram Entrepreneurs 
Use hrgelv the capital ot other persons’ under ih^sv stem of credit, 
and having liltle oi lIilit ountapiiallo lose, they, in many cases 
squtmUr other peoples munev in rash and speeukitive enterprises 

Mpchanwra^of Credit —Credit an d.itS- organization 

The m iclnncr) h) which credit opera'ions are carried on con- 
sists ot two pirts 

T I’he instruments of credit or (he evidence of indebtedness, 

0 u, ciiv,([tres, drifts, hills ot CM iiangc notes etc 

II I Im institutions of creilit consisting of banks and dealing 
houses 

1 Credit Instruments 

Out of credit transactions irise different kinds of credit papei 
. The most common of these are (i) hills o f exchange (2) promissory 
nom-. (3) cheques and drafts ' “ 

1 Th^Cheqne 

^ cimquc IS an order upon a bank by an individual or a 


t \ lIicu'IC- I"; in ordi 1 for pijnicnt so is i bill of cvehange In fact 

i chciiUL imj lie rufjirclicl is a species of the genus bill of evcliange 

‘a cliecpie is a lull of escliaiige pajabb on demand’ ( XVitlieri — Ihe 
Meaning of Mom CIia|il< r IV ) 


5 


66 


OUTLINES OF ECONOMICS 


Company holding a deposit in the bank, thu order requiring the 
payment of a certain sum of mone} bj the bank to the holder of 
the cheque or to the person named in the clieque 

By means of the clique, the depositor transfers part of lib 
deposit in the bank to the pv.rson to whom the clieque is pajable 

Criie elemtui of ir { in iIk cheque is that the person recenan^, 
the cheque must ha\e conlnknce in the man drawing the cheque 
and in the bank upon wlm h the cheque is drawn otherwise the 
cheque would nothavt. icon reccued b\ him in pajnientof liis diiesj 

The cheque is tho Mmiikst and most largd) used instrumen' 
of credit, specialL in h inland and the United States 

(2) Draft 


A cheque given bv a banker uiion another bank is usually called 
a banker s draft ’ 

(3) of oxohange 

tn of e\cliant,e is ni order trom a erechtor A to a debtor B 

to pa) a sum either to lum-,clt A or to a third parli C 

Jiro»n, Uroiin 

Adinfs'tlien will i1k "oods liter tlirwr iiionlli' 

To Brown (d,o dob.or) London. 

for IlLSi'd P’> C or ,0 order /,»o 


Adams ic mlinri .i j AUains (the creditor ) 

^' 7otT bill and Brow ntho 

Notes are of tliree kind M i> 
individuals and companie>. nromis,.!.! - notes issued b) 

a certain time (,6) Bank imics A'l O” demand or wilhiu 

EnnL notes end go, er„ ' 

money but tins is notS""""' !::rj’^“”‘^3V.rculatc frecl) as 
which are intended to be used nrinn i credit tnstrunieni'> 

(5) Book credit B”»'‘'inl) m one transaction 

This IS very largdj esneeialK 

Peciall) in the retail trade When, 
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otlicr book credit, tlicre 15 . no_casIi payment 
Jr i^acli tn.i'-n tion, and onU the balances after cancellation of 
redits atui <lehii'. are paid in nionc) This economists grtatlj the 
''L of niont\ 


II Credit Institutions —Banks and Clearing-. Houses 

ht ir ult of bankimt 1 is been cacrciscd from very early 
line-' It cMsttd in ancient India, Greece and Rome , and 
ts imnien'^ fie\elo])mem in the list tvo centuries has made it a 
lUbjccl of eon^idi nble eomplcMt^ 

Banks ari. rlealers in credit Borrowing and lending are the 
..wo fund.moiiiil irinsietions of all banking business — bajiks honoiv 
h lend 

{k innk Ills sonu eipital of its own and \t lor ro'.vs monty 
in Us tr<.dK in tiie shape of deposits from depositors , and it lends 
Us capil il ind deposits to persons with good credit lending at a rate 
higher than th u at w Inch it borrowed and thus makes its profit 
*\ bank Is the delitor ol its depositors and the creditor of those to 


c 

q:! 


V luMll n lends moile ) ^ 

^''iCFuiictioTis o'^oicisod bv banks 

^ 1 he thnv important functions exercised b) banks are 

, ( f ) 

,( 2 ) Ihuonni _ ' 

, Banks borrow in the shape of deposits and lend chiefly through 
disroimtipg Borrowing .and lending are the two fundamental 
b.ankine lunctions 

* 1 he deposit and discount functions are the most important func- 
tions exen ised In commercial lattkh 

. (3) 

d Ik lunetion of note issue is not exercised by many banks , 
a piivileged function belonging only to certain banks knowm 


n IS 
as bank 


of ISSlK^t 


+ Fanctions of Banks 
(t) J 

Bsn) s '.Lt -es -igcncics for the collection of saMnps and for in\cstmcnl , 
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Other function-' txercibed by banks arc the following 
<4) Sa/f d post! 


At an earl) btai^e in the iiistor) of banking, people m England 
ileposited their eold with the London goldsmiths for the purpose o' 
safe cu'-tod) Now peojilt keep their jewellerv, r aluable document 
and also Securities in the s Uv. eustod) of banks 


(5) lending !none\ in other w a) s than by discount e g , ou' 

drill which Is a loin on the pledge of securities etc Ihereatc 
otiier bani -• (not cuinniercii! banks) which lend on mortgage r, 
land, beildmus and other kinels of proper!) ^ ' 

(6) lainieiits ri--intt out ot international trade and otiiti 
inti nialional transactions b< twee n different countries are math 
ihrovuh hanks h) ^thi ynirehi^e and sale ot foreign bills of exchange 
1 1 or an account ot ilu work dum b\ lianks in Foreign Exchange. 
b(i rliapter on Fore-un 1 xclimue') 


(7) \ tew banks 

public ( uiiiTol act a-s 
Gom rnnu nts 


under slate eontrol or under senit 
till Itscni mzents of different niodew 
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Such banks raise loan, for their respective governments, 
anale the public debt , keep the government ctbh balances 
,d Svetoise ^ other minor functions 111 connection «ith the 
o\ ernmer.t 

D efii aV^JijgjLgJ^ ATX 

Prof Kmley thus defines a bank 

jiA u vat he described m general terms as an establishment 

'inch indi^SuaL entrust koney or the means of payment .hen__ 
ot required by them foi u.e 
Banking'^Qperations.. 

Deposits ^ rTv, V V 

Lress^anir-H' - ' :™nTS:Srbk r be. J 
Scicii" for " putp-esk largely borrows money from the 

”tL banker borrows, money from the public i„ the .shape, of 
lep-gsil? -on which bank 

All depositors do not ivithdre saf^end PPlPon 

It the same time ^ahk can lend aepends 

if these deposits H money by the public If m a 

apon'the normiil "'dddr^' deposits of a bank- are 

.ountry normally 9° P® Knnk can lend a portion of the deposits 
mt withdrawn, deposits and inth the balance 

mee"r.f.f nmmal dLands for wirhdiawals by 

iS-,.,gh-as_^5 par cent 

of deposits V, toat by borrowing Its deposits at a low rate 

'rreJ 7 / deposit created by bariks_ 
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Credit deposits arc created in the following way 

A business man who wants to borrow’ brings to the bank a pro- 
missoT) note signed b\ himself and sometimes endorsed by one o 
more persons and if his credit 1 =, good the bank discounts the 
note and credits him w ith a deposit of the amount of the note, 
minus the interest charged by the bank on a loan The bank thib 
lends to the borrower b) the creation of a deposit in favour of the 
borrower, and the borrower will be allowed to draw cheques upon 
his deposit After the p,.nod of the loan is over, the bank wil! 
recoicrlrom the borrow ei ih^ amount lent 

Ordinarj commercial Innking largeh consists of the purchaser 
personal credit of bu>int-',s men and sale of banking credu tn 
them b\ discounting their notes and creating deposits in then 
favour 


Discount 

A comim rcial bank cannot lend its money for long periods, 
It ma^ be calk 1 upon to refund its deposits at short notice md ‘'J 
It ran lend only for short penods 

A commercial bank makes these short period loans bj *t/iscouiii 
(<i) I'lriii rsiri uolcs of h isitnss men {Jj) also b) dtsecnniir 
lUlsofix han^ In the modern business world goods are sol 
on credit and the manufacturer or the merchant draws his bi 
or exclnivge (representing the value of the goods sold) on ib 
puiciwser then the manufacturer or the merchant goes to a ban 
Hid b\ dHeounting the lull gets its present \alue, leaMpg the bar 

o rea is^ uc nil wlien its falls due, saj after thirty da\s or si\t 
da>s ur iiinet) da}s 

d n\i*other^i\a!^'^*^'' oiaking acbances on securities .la 

Hoar much may the Bank loud ^ 

in-, b.eii alrcads pointed out, tne imount which a bank nw 
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^nfoly leml dupcnJ', upon iIk normal withdrawals by depositors 
from the bank bank must have a banking reserve sufficient 
to meet the demands of depositors and any resources beyond this 
reserve it can lend 

Rato of Discount 

Thf ratf al -d'hxch bdxik loans are made (/ e the bank rate of 
discount) depends upon tiu quantity of monev lit Id by the bank as 
a reset' e Wdien the reserve increases, a bank lends more freely 
to business . men and does this by lowenng the discount rate and 
thus attracting borrowers , It Us reserve is decreasing, the bank 
to protect Itself w ill dec rease the loans and increase the rate of 
discount (Business nil. n speat mg of “value _of^ rnoney” refer to 
this rale of interest or discount on short time business loans, and 
not to the purchasing power of money Plentifulncss of money and 
easy monc)’ in thtir languige mean large bank reserv'es and free 
lending by banks to Imsiness men , ‘ tight money’ means n sm nll 
re«r\ c and a restriction of loans ) 

*^)rhe,c,bGque system Clearing Houses 

Dtposi's me nsed^as the basis of the chequi sjslem Persons 
htuing dcpo"sits'at'a' bank make their payments by drawing cheques 
against these 'deposits and thf cheque S)Stem hnngs about a gnat 
e^ona/nv in the ust of nionc\ 

Suppose two persons, A and /A have deposits at the same bank 
A has to pay B /loo, lie will give a cheque of £\oo to B on his 
o.vnbank, and 'the hank will deduct m its account books /'loo 
from the deposit of and add/ioo to the depositor B /J’s 
payment to // will thus be made without any transfer of meialhc 
mono} and an economy of meialhc money will he effected 

In large cities, a further economy of metallic money is brought 
about by means of the CUa> mg House The customers of each 
bank send to it for collection on their account all cheques which 
they receive from their debtors drawn on other banks of the city 
Ever) bank in a large city thus receives every day cheques drawn 
on other banks, while other banks receive cheques drawn on it 

k '^01X^3 tj a general or ganisation_of the b^nks m 

a given place, its fhiej "'purpose 'being to cancel the mutual 
'oblitrations of banks tn the form of chequis ^ The representatives 

l/ . 
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of eich bank bnng daih to the L Jean tic House all the cheques it 
Las reccued against othi.i hanks and each bank has to meet all 
the ciiequcs draim against it ! he balatiCLS 'ire tioi settled hetivcen 
ittdividual banks they >i fttkd betsaecn each bank and Ihi 
Ckarin^ Hons, A balance is -i ruck between the total sum of ea3i 
bank s claims ( m the form ol theques) against other banks and 
total claims (in the form ot eheques) of all other banks against 
It "When the balance n uunst i hink, u pa^s that amount to the 
Cleanng House and a h mk which has a balance in its fa\oui 
rcceues from tlie kltann^ Hmi-t tiic amount of the balance 

.'( 7 / jnrners economy m ih ns u mt'atlu money results from 
the C leant!" Houst system It lUs l)Len calculated that in New York 
and London the bal inecs paid md rceeued in mone) b}' individual 
hanks amount to less than per c«nt of the total transactions 
setded through the Clearing Hoii^^ 



7 he chief futuhon J a bank is 'o Und not its mone} ot tfs capital 

A bank mikes u-t ol it' credit In i, idmganau of its donnsits 

beuV‘''lhaTTs^T' ; '-redit ol the bank^ lhe\ 

tie that the l)ank will n lurn th<_ 11 deposits when recmired bv 

tlnc'and s? d,:’r,anT air'^rrsant 

.K „.e. noL;,krrk:'';s 

^ 'ii.e”";:';:;"" Ttf: "-e "■> <!«* 

cert rn i ipuM s 'nd rmn is c m, r '^'"c conaement for 

1 non IS c 7inen.. m for other purposes and Ike 
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relaltvt demands of ihe puhhc f or notes and coin mail Ihe nppei 
It mil of Ihe sa/e issue of voles 

Note-holders are usually given special protecrion 

r eg-islation in dilTeicnt countnts h«<: usually g-nen special protection to 
note holders (holders of notes) os distinguished from depositors 

The reasons assigned for gning special security to noteholders are two — 

(i) Depositors are generalh people of substance, uhile notes circulate 
among all classes including labourers and other people of small means 

(a) A depositor deposits money m a bank by his onn free choice and is 
presumed to have selected it after due deliberation Bank notes circulate among 
persons who have often no means of informing themselves as to the solvencv of 
the banks issuing these notes and so note holders require special protection 

Deposits as U as notes are part of the ct> cidatiii^ medium of the countr\ 
and deposits also must be made secure Proper safeguards for the protection ot 
depositors have been established more thoroughly in the United States than m 
any other countrv One distinguished Amcncan economist suggeste an in- 
surance fund the insurance monev to be paid by note issuing banks to a public 
guarantee fund out ot which the deposits of a collapsed bank will be paid 

Theories about note issue v 

Tha cunency principle and the backing' principle 

There have been two schools of opinion m England on the 
subject of note-issue 

(i) The followers of the currency princi ple for regulating 
circulation ( 2 ) The follow^ers of the banking princip le or bank 
liberty 

( I ) The bank i ng pnnciple 

The writers advocating the banking piinciplfe maintain that the sup- 
ply of banii notes ought to increase with the increasing demand in a 
country for an exchange medium .4 bank j honld be piljof’pd fp issue 
■nolesjin any amount to meet thejicrnand jtr/cw (wLithqu^t_ke_^ing 
tTfiTlI reserve), piovuted thei e is sound banking and the notes ai e con- 
vertible into loiii on demand They hold that there will be no over- 
is^e and no inflation of pnees if notes are issued on this plan , 
and they declare that such notes have every virtue belonging to 
metallic money with the added advantage of greater cheapness and 
greater com enience in use 

Obviously this school regards bank notes as a form of bank’s 
credit to be expanded or diminished according to the demands of 
business 
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( 2 ) The ctirreiic) pitttciple 

The -itixociles of the currency principle maintain a different 
MCM — they hold that the true pnnciple of note issue is Ip keep ar 
full lestrvt. nf t'al Jor all the noies tssiied, and to lednctJlt 
unte circulation I > > cspondinct amoun', as soon as a port, on oj 

the metallic receive , tut bp expo- 1 of^oldto foreign Countries 
Thei as'^ert that somethin'; more than sound banking is needed to 
giie a country a secure note issue , they point out the Issue of notes 
b\ banks on the hanking principle may and Mill often lead to an 
oienssue of notes and infiiiion of prices 
Coitcl ision 


1 he currenev theorists make an increase m note issue dependent 
absolutch on an increase in the metallic resene, — they make .in 
expansion of the papei currend}’ dependent no‘ 
upon expansion of business demand but upon 
increase in the output of mines, this is mtoiu 
m principle joap^^currencj 
should lie elastic ex^ianding Mith an increase in 
the demand for paper eurrency Notes issued 
\ 1 j 1 tinder the currency principle are perfectly sccurf 

'tic.talhc reserte increasing eeiually inth an 

rurrenc'; ’1 h i?”!" of such a paper 

ind "o Jlccnl '‘"‘I == ''■'■"PM- 


Nntos IS ucd un 
<ter ttic Currenr\ 
Principle srritre, 
free trnm dnn.xr 
of oM-ns'iic but 

iiiriii'.'ir 
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ciirri ncy \ Thn cnn tn dont hv foUo nmg a modtOcd foim of 

<“/ nci^df providing nt (hi lime adcqnaie safeguards 

ihe Sttiiii'i of no' t ts^uc 

[1 lu contTO\uriN helnt'cn i he currency principle and the bank- 
ing principL agitated Lnuland in the first half of the iptli century , 
and Pet. Is IWnk ClnriLi Vet of 1844 was a great victory for the 
currenc\ theorists as u regulated English note issue under the 
currenc} principle 

The Brnk Charter At t of 1S44 has made the note issue of 
England secui c but inelastic English bankers and business men 
soon found a w i\ out of the difTiculiy created by the inelasticity of 
note issue bj de\ eloping the chetjue system which provides a 
perfecth elastic currency exprnding readily with an increase in the 
demand for an e\clnngo medium ] 

Actual '■ystems of note issue in different countries 

I he ilifferent methods of regulating note issue as prevailing in 
difLreiit countries of the world in actual practice have been van- 
ousl\ classified 1 he following classification is by Prof Gide, a 
(hstmguishi d rrcnch economist 

(r) The fir^t ststeni consists m limiting the amount of notes in 
ciriulation by the amount of the reserve 1 his s> stem prevails in 
England ind was established by the Bank Charter Act of 1844 

[In India, the system normally is much the same as in England, 
and notes are issued on the Currency Pnnciplc the Indian notes are 
howe\er Issued not by banks but by the Paper Currency Department 
of the Indian Go\crnmcnt] 

(2) Another method consists in fixing a certain ratio betw'een 
the amount of the reserve and the amount of the notes issued This 
s\stem is found in Belgium and in Germany but not in France , 

(3) A third plan consists in fixing a maximum of issue — this 
syste'm is practised in France and the maxamum laid^dowm there 
IS five thousand million francs 

(4) Idle fourth plan is to compel banks to secure their note 
issues by means oi reliable instruments of value {e g Government 

tnstend licing 1 ssfcfruard, is precisely the thinfr where the dang-cr lies “The 
amount of circulation continues the same, it is true, but its compon6nts arc 
not the same, unco\Lrcd is substituted for ‘co\crtd’ circulation and the 
relation bi twccn metallic reserve and note circulation becomes less favourable,” 
Picrson— Principles , also Andreadcs— the Bank of Cngland , (Vol II Chapter IV) 
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Bonds or other \aUnble propert)) We find such a S}’Stem is 
adopted in the L nited SUtes m here each bank has to secure its 
notes b} an equivalent amount of Goi ernment bonds deposited 111 
the Go\ernment treason (^in addition to other security) 

It will be noticed that the third plan i-. based upon regulations limiting tie 
amount of the notC' thi hrst and the second plans \\ ork bj regulating rcicmw 
and the fourth pi in secure note issues b\ i,t iieru/ assets of valtie and noth) 
metallic rescr\es 

Beset ves 


Ihc reserte kepi b) the banks to meet the claims of depositors 
IS called the I'ankiii" reserve The banking reser\e may contain a 
certain proportion of notes and need not consist entirely o f meta l 
I he proportion of the banking reserve to deposits is not thesamUin 
all countries and among ad% anced jieoples like those of England 
and the United States, the proportion is as low as 5 per cent though 
It IS as high as even 35 per cent in less advanced countries 

The part placed b) the banking leserve in the home trade ot the 
countrv is an important one 


The part played b\ 
chapter on Lnsis 


It during 1 cnsis will be discussed in the 


Gold reserve 

gol(fnini<“nm'nf" 1-ept maiiil) lor meeting the demand for 

Sh S nrnrm f." C V’^'^l^'^J^ess Or Hsing in connecboii 

gold reserve importance of this 

L InTamed n th """h T '^o^’^try wall 

be explained in the chapter on die Foreign Exchanges 

The Banking Systems of different countries 

Baniungr System of England 

the cinue of the^Engh^h"baikmg"s; England, which i-= 

The Bank of England ^ 

(A) Jis origin 

government thrlarhSrii?T° the Tlnrd’s 

modern public banks and has hnd^ celebrated of the great 

“ the pre.^ du! u stiU I dlustrtous histoi) 

nnnv points of view, the most onm^Tbin^ 

development of the Bank IS in b the world 
.vnhiiinn completion of all “o different from the 

filer social and political in- 
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•'tilutions in England And on thcic foundauons the buildings 
thenibohos ha\e bcun practicall} raised, curious in form no doubt, 
and irregular but remarkable m their solidity, imposing in their 
appearance and cveellent in their practical working ”i 

(B) Its 0! ^antzatio)! 

1 he orgini ation ot the bank is regulated largely by Peel’s 
Bank Charter Act ot rSg4 and partly by customary usages and 
traditions A striking and peculiar feature of the bank brought 
about ba Piel’s Act is the on >'cU se [>iit atton of (he no'e issue and 
the hiiuiiuj dr/> tr'mni/s — the issUt. department issues notes and the 
banking department manages the banking business and deposits 
but his ib-oltiteK no control over note issue 

Pile Bank Is goicrned b) a body of directors numbering twenty 
SIX and th^ directors though practic illy self-elected 'have main- 
tained the high prestige of the Bank and its predominant mfluence 
by the lolly standard "of character observed by them 

Tne Bank Charter Act of 1844 

(1) What led to the passing of the Act 

In the esrl\ <h%-> of I)snking in rnfflnni! minj binks issued notes, not 
^ cuad In n proper rcecni ot ni< til, and this freiiucnti) led to disaster The 
notes of some of these Innks enme to be worth nnlj the paper the> were 
printed upon . and so there arose a strong demand for a note issue, in which 
the note would he a bullion rertilieati, cm h poun d of note being secured by a 
pound of metallic reserve 

Th( Hank Charter Act of 1S44 cmbodving the ciirrenc> principle was passed 
b\ P, el to iinkt the note issue perfectlj secure 1 be note was made practi- 
cally a bullion certificate 

(2) The provisions of the Act 

rii- principal fntiires of the \ct ol 1S44 are the following — 

fi) The Bank of Cngland is allowed to issue notes up to a limit of fourteen 
millions (/ 14 millions) on the strength of sceiirities withoiit any specie basis , 
Jor nil >intn nbo- r Hit'; nn otint tin Rnnh hnve n spitiL reserve of £i for 
enjt found of note t';sued The noti issue is thus made thoroughly safe 

(11) Fhe difnrtment nnd the banLtnc; drftrt tiienl of the Bank of Eng- 1 

land arc comflctrh '.efarated 1 he issue de[>artmcnt is to issue notes aiTd I 
the bankinir department is to do banking business and to manage deposits, 
without having anv thing to do with note issue 

fin) Another provision aims at preventing any increase of note iSsue of joint- 1 
stock and privaU hanl s beyond the average at the time of the passing of I 


y Anclreades — 1 he Hanl of Cngland, 
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the Act The object of the Act i". to mal c the I! mk of I nj,Iincl ultimate!) tfe 
sole bank of issue 

(3) Tbe merits aud defeats oi the Act 

The Bank Charter Art has pucn Lnpland a jurfeetl) secure note issue an^ 
this IS undouhtcdl) a great ad aii/a^t 

The \ct has howc\tr its dif,ci\ (a) In ordinar) tinirs tin note issue i 
inelastic (h) In a tune ol crisis the Act is unnorl ilili and it has to ’ 
suspended 

The Act has been suspended in 1^47, 1957 in 1 '''>6 and sirtualh (thou^fi 
not in so man) nords) again on the breaking out of tin last great war fti' 
suspension of thr /'rt enables the issue department of the Bank, to 1 soe notr- 
without keeping a coriespondin^ reserti ot r”i lal and tin hanking* di partmi 
with the supph of I int rgtnes etirreiu i made arailable in this was, is able tr 
alia) panic in th* tirnr ot t risis I he me mbits of tlu business public 1 now tHt 

the) will be able to git if necessirs tmir,,inr\ ciirri nc\ troin Ihi Bank of 1 rg 
land it thes ran t»ffi r ,^ond secunts and sti , inhtlcnii is restored and tlie pan’c 
IS stopped 

li% 


The lunettons of the Bank tie niin) anti import tin and ilic) 
make it the greatest public bank of ilie modern worUI 

(1) It has a partial monapoh iflhcnzh' oj isaiutg nottt 
"hich in theor) is destined to become lomplete in so ne future 
dme (The limit ot uncovered note issue 1 ml don n b\ the Bank 
Lharecr Act at 14 mtlhons lias been "radiialK raised till m iQoj 
j It amounted to about eighteen and a h rif millions Notes above 
this limit are issued under the currenej principle and arc secured 
by a full reserve of metal ) -'ll 


froni"rheT«^ I^cparimenl (vv Inch is coinpletelv separated 

Lnirtam 

l^r S ''orld,andtt.- 

ine cenht of a aasl sjsitm of depusu haukviti 

anmion^orthe”.lI?,a^^^^^^^ T other deposits kee)): 


'I's b-wriiig bsgt) of tin 

coulToh to some extent’' 'osmpuhung ns nle of disconnl 
England r/rren;/;./ all ovei 
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^ 4 ') B; and loTenng the rate of dtscount, it controls 

le mo emn. of specie from country to coun.n and ma,nlatns 
le ccnlral rcstrve of ine English inont^ mavRet (Hott the 
tui of diiC-oj^t It ased to protect tne central gold reser-.c — tnis 
desenued n tne chapter on ths Foreign Exchanges ) 

^ 5 ) London o tne clearng house of the vodd, and the centre 
f tne r>ondon mone\-marfet ( v“ith its great system ofjontstoc’: 
nd pnra*; bant^; is the Bank o‘" England sO i-e mat regard the 
Ja’^k o*” Engla’^d tre cenr'c of the rorld s finance 

{6> Itle^D' tne bdancei of the Enttsh Go.emment \-hicn 
as no otnir paol c fea-u^ and manages its finance. It keeps 
ne recis‘r} of tne English public cebt and is charged 'nth the 
i-ty of pa^mg the interest on tn's debt 

\ semi-pabhc craracic" cOUs attacnes to the bank though it is 
pr’r-av- oan' anh not a go cmmenL institution 

To xuir up 

1 no Bant r/ England is a great Dank of issue deposit and 
Ixscount It IS alo the Engitn oanl ers bank being the centre 
ind reaalator o' the enure Englisn banking sjstem and money- 
rarket"^ and at tne sam- lime 1 : olajs a ^erj important part in the 
-odd >■' finance Xor niust me forget to mention that tne Bank is 
.he fiscal agent of the Bn'isn government 

Some criticismB of the Bank of England 
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Ihc busintbb of the inone} market consist', (i) m lending nioncr 
no'\ for the promise of moni \ some da\ (n't ind iKo giting moriLi 
here for monej in another i oiinir} tliroiigii foreign eschang'* 
operations 


Busine'iS nien borrow in the mom \ inirket for their busincs' 
undertaking-. ilie rue ol inti rest charged is railed the fri, 

of VIOUC) 

(i) Responuhti J th LngliKh nomx mark,! 

In England gold i-, unlnni’ed legal tender, siher is legal teiid« 
up to f2 and l.ron/e ( oins up tonne shilling onl\ I he Bank nOe 
is both cash and ertdu- it is t rsh for i* is t oiuertible into gnll 
and it IS credu lu eius it is i promise to P13 0,1 il,e part ot tr 
bank Like the l.anl note, the eheijiie is also cisli arid creJii 
A cheque is simplj one chss ol bill of . v rh inge-there are 0th- 

lor.ign bills of osclnngc 
market Principal tornis ol cash andendilm the mono 

and^meLaUonV-7i)^iU^^^^^^ 'luin 

■customers in England, (-’) u has to m ' 

London from all coiinine's of o 

bills and drafts in 

(0 Members of tiu money r,a, Ll 


I ' ' ' riaJ hit 

f/'oreisr,, banks, (iv) and /be Bank"'/),' 
the whole sistem 1 he (limit ” which is the centre e 

ant pirt , the) create the **"' rnost inipo i 

commerce and finance is mamb mN "li"'!’ Endt a 

the price of monc\ (the no Ir also Irrgel) conir''' 

also the discount rates for bills loans, and 
retail dealers m bills of evrlm ^ ^ •* brokers are 

dealers m bills on a larger snlr 1 discount bouses ue 

nent holders of bills Foreim b'feater extent pcrnir 

England and draw bills havr'^it. "bo exqrori goods to 

houses , and these accepting hon^sl f b) the acccpim- 

hall nnrk to these bills^gnl them"’ signatures and 

London money market rim In. . for tiie purposes of the 

centre of the whole sxstem is the Bnnrof And the 
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(./) Fhf luinl JuiU 

li.S’.i r,' is (hi, Ql ili nl inj Min^mn pf,» nt wlucll ihc Uailk of 
-.'lulunl will t!^^( nnni_j 2 i|N^ 1 li' bank rite h now ordiinril\ hictlicr 
Inn tlTT m uki i riu ui ou'u i harried Iiy otlnr liankb in the 
no'K \ nntUi uid nrdinud’ it does not control the market rate 
ntt wInn liw lui nni <.\<’iun •' turn ae:ainst Entrhnd and gold is 
sporiv i ir l\r^( <Hnntui ^ ilu B ink of Enrrhhd tikes step-, to 
ontroi ih, niuletriw and s.oji the dram of gold 

(r) I', , 'n-'tJ tihiii 1 o! Ln^Ush vinv^-x I he ^ohi ttserve 

In 1 m! nil! the inonis ilial is used consists eitlier of gold oi 
il pip r t ' Bulk nnt( s anti < licfjucs) that can be immediately 
otnirtt.d in.e) eold — ‘the c>s^ntial and distinctive feature of 
Lnclish mom I is it un((uestioned eonverlibilit)’ (Wilherst Ihis 
'iimudiitv. ainl un'nu'stiomd com e'rtibilit} is found only in England 
ind iitit in I r UK e (urmun or aii) other country, and this is 
one of the jinneipil reasons is to win I ondon is the centre of the 
worlds fi 1 im ui I ondon gold is ilwijs to be liad, London n 
the onh fne nun I L'’' d"l<I 

As eoaipared with its \isl responsibilities in connection with 
the inoiiei inirlet of England and also of the world’s finance, 
Londttn’s gold re sene is insunirieiit B igeliol 'Lombaid Street) 
drew uiention to this sometime ago, and more reccnlh Mr Hartle) 
Withers in his n markable bot'k w iili a felicitous title “The Mean 
imi c/ M> not ’ Main n inedies haie been suggested and this 
problem still n aits a solution 

I'or die i( Inities a. d functions of the English mnnev market 
relating to the War and war finanee, see Appendix on the Wkar 

The War is now over The maintenance of London^ as the 
financial ci litre of the world is ol the highest importance to the 
British Ismpirt.— and for this the ijuick rcslorition of an effective 
gold st-indard fpractically abandoned though nominally let lined 
b} fir^at Jbitain during the wan is wanted, and there should be 
no restiK lions m I ondon on th,- legitimate operations, of foieign 
banks which arc entitled to their proper share in the world’s money 
market 

Somo important fonturos of the English Banking system 

1 hi‘ Bank of Enedand is the centre of a vast system of bank ing 
including the large loint stock deposit banks, the country banks, 

G 
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ihe country branclus i.f ihc 1 oiulon hanls ( tc bonic sUikinc 
teaiures of the Fngli-'li hut ing system arc the lolloping 

(t) The unit ti t f ‘h n< e ns u (isiuef under tin currenrt 
principle ) 

(2) The imvin ,1 fU^ si’ 1 Ut.t; tin I ihe hirt;! 

use oj cheques il h^Inu ,vi 1 > u.cn iiuc tound < unpcntialioi 
for the inelastic nuu 1 u> n the e,icai tii \eIopnicnt of a In,'’!)') 
elastic cliecpie curr< ih ^ i ui i iheiii) i h \ I'oneidcrahle u i 

of deposits and che pa ' nn 1 miui iii hrancu ind (i^rniant 

( ^) I J c cc ! r.il II’ I” , , f i/i e i / 1 tne Bv I 
0/ in the Ei e li-ii >_ ■,\-tc u 

II Tho B nk -s-vtioem of Flaw f 


(1) The Bank 
s\ stem 


ol I , 


' ' einr (1 1 ) Ull ot tile lUelldl 


(1) j Ills liank li I j 

system la to ha\e a u 1 1 1 ’ 

francs), uithout an\ otiur 1 


' t ;rt 1 hi Frcrdi 
oi la I): {-2 :;c 30 ihllwa 

„ 1 h_ lUi 1 dill r< Si, r\e kep^ 

amounts to or mon ol th nm , „ and the r. a, rk. kept 1 

, eenahli s re n„tl) and parti) 
' ’ ‘ a re r • i.f jiold U'eful m 1 


so large parth to make di, >. 1 p , j 
on the political around 
political crisis hkc vnr c i 


ini rcaaing nni 


The note issue of tlu l,,„k oi Iruu. is.Iraiic 
decreasing according u, 1 h mg, a .km and for u 

.0 bkii'’d.'’knM,k ■ - !• y, 

^ I3inl of rriiicc iSriir- i 

fiscal agent of the goierntiicii. u le '' 

ges the public debt, ^ kicpa da public funds and maif’ 

Ih , us . oJ cheques IS mu n ' s , / - /, 

"'»"> 10 isr„ 


centres 

(4' The French banl 


and i tew other hr^c 


there being also coinpamtiveK r'” issuing notes and 

are less eu/erj 1 tsnj rhan h\nl f'lieijucs 1 rcncli banker 

^ Lt gland and the Umied 


States 
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III The Banking System of Germany 

A brief account of the German Banking System before the War 
s guen below 

(i) In the German Em|3irc, the central bank is the Impenal 
Hank or Reichsbank , and thib though modelled upon the Bank of 
England has improved upon its model in certain respects, specially 
IS regards note isbue and financing the industrial deielopment of 
he countri 

(1) 'Rhe Rcichsbank possesses practically a monopoly of note 
ssiie It ma) issuc notes up to 550 million marks without covering 
hem by cash , and for notes issued above this amount, it must 
veep a specie reserve lor each mark of note issue 

1 The note i^sne of the Ren/iihanL is an improvement upon that 
if the Bank of England because itjs more elastic The elasticity is 
■ecured bv allowing the Reichsbank to issue fiduciar ynotes in e\cess 
jf the hunt on pa)ment ol a ta\ of 5 p c 

(11) The Imperial Bank supplies a foundation not onl} foi the 
tirculating medium but also for the structure of industrial credit 

(in) llie Imperial B ink like other great public' banks (Bank 
jf England Bank of I ranee etc ) is managed with a view 10 public 
nterest rather than the jiruate gain of shareholders 

(2) '2ome of the great German banks do the business 
jf ordinar) commeictal banks and they also do investing 
nisuieis in Germain and abroad The German banks are efficient 
ind enterprising 

(3) Hhe use of de,>osits and cheqms in Germanv though more 
levclopcd than in Trance, is still inueh behind that of England 

IV The Banking system of the United States 

In the United States there is no central bank banking is 
hunt) altsed both as reau/ds note and c/ro to a considerable 
\tent as les^ards deposit 


r' ^ ^ 

i During- the uar a ■school of economic thought has ansen in Gurmanj u ith 

'rof Liefmann as its leading figure, and Liefinann vinuitaiiis that notes 
eqiiiTc HO ^otcl coveej that notes can he issued on the security of good commer- 
lal bills and that notes can be M ell colored bj ‘staple raw materials of which 
would be well to ha\c con-idcrable stocks laid up in case war broke out 
I jO g" , copper, nickel, cotton, and so forth ” 
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Tilt s’overmnent paptr currencx (green Ijicks and gold ceri 
ficales taken togetlier) ib m part a fiduciary I'laue, and in part b^sal 
on a large gold rcbcn^ — tluib practicalh follouitiT tlie note I'ise 
system of the Bank of Eiukand 


The rest of the nn'e nsue in the United Stales is practiceill} h 
national banks, ibinl phoo m number I he national banks are 
allowed to issue notr^ on di po^itinii Gosernment bonds of cquivaler* 
value, as securit> at tin. E nitul States 1 rcastirv and eiery hank Irn 
to keep at the Treasiirt a cash rcst.r\o of 5 ji c of the nok issee 
for securing the consertibihti of notes on demand 

are thus ptr/nth j< ui e and the note-holders are icq 
complelclj protected 

(2) A ver) tmportani Is itun of tlie \inerican sistemisth 
great de\elopment of ,> o,/ b , Lute; anJ the lat ,,, use of cheques 


Ihe rules laid doisn h) tin state for the jirotection of dcposiioa 
are of a very s\steniatic (hiraeter The hanks arc dntded tnia 
toee classes (a) banks ot the ihrei central res(.r\e eities, Non Vcnf 
Chicago and St Louis (h) Innks ut ri enc < ities (c) countr) banb 
and each class has to keep a prescribed proportion tif uasli resent 
for the protection of di irositors 

The countr) hanks art dloui 1 lo i^^ep a portion of their rcsei.t. 
in banks of the first and tin s. cuiul uroups .vnd the hanks ol th. 
second group are allot, ed to 1 e i portion of their resenc m bant 
of the first group 

The United btates has thus .jrot , ctntra! reseme ci c/m— lb 

or?nal-?frt'Ve i' po'it'on as the Bank 

dL^cn, nf^ of the iiliimnte banking resene c. 

e countr) This leads to gr^ u econonn in the use of monc) 

leads to ^TaTSte^rHraiil*i 'HIT' “"feting cnterpnsing bank 
but the vant of a Antral ban' "t^ ' tlilTusion of banking faalitie> 
banks helpless m time 01 c-.sH " 'solated and seatterec 


^ s-- Vi » 

Keservo .tetor „„ ,= « 

nation’s Store of gold to con sen helped to concentrate ibf 

^ ’ 0 conseneits useand cfiectnel) tovcontrol 
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It ou'i^ou in Kiniiciiion wi'h foreign trade Be lore this Act 
he n. tion eold Imliline-' '\<-u '■Littered anione about 32, 600 banks 
7!’t>; X\ unnl Buik-i ind 25000 'll Ue Banks) 

Ctnitrnl Bnuk 

\ Cent! d bank (--ulIi is tin Bank of Enghnd, the Imjienal Bank 
'f (f '■inrni or tu Bink ol In incc ) combines llie following 
>u.i< nous 

u) A /‘t , f/ in II II, J ol ihu pruilege of wj//e 

(2 5 ktepnie tin mi'f ftr, /rv ot Ihe lotmlry and being the 

’ inkers' bulk with whieli tlu other banks keep a portion of their 
rt 'eries am! upon wlmii oiIkt liankswill diaw in times of difllculty 

( 5 J \cimg as Used igeiit ol the Goiernment, keeping the 
'nkmces 0 ! th* ( iu\ t,rnment and managing its public debt 

\ b ml uii S)sicm ha\mg such a central bank as Us centre is 
ill* d a idsirai.^rd /'( iilin^' ^Mhm and a banking s)stem in which 
disfe Is no siicli ( eiitral bank is called a dtccnhabscd laukxng 

f.Vti; 

Centralised versus decentralised banking 

{ tj AA/i usur 

(a) A properh ri,gulated centralised note issue wall be 
secure and safe J )ecentrahscd note issue Iiowevei 
under direct or indirect Gmernment management 

'^'1^''"''' '' mikes the notes absolutely secure, as secure as 
tlic safet} of the Government itself 

(h) Ihe pfoji' winch the Government makes from a mono- 
polised note issiR has been sonic tunes adianced as an argument 
m faio ir oi ^uch issue This profit is, however a small matter 
and Its importaiK e should not be e\aggeraled 

Ihe arguments which are reall) important will be about the 
important econoniie and fisc.1l services tendered to the community 
h> the two different banking s> stems 

{2) i\ £cnl} al haul \s\\\\ \\.h unity of control and responsibility 
Crisis immensely better position lo deal success- 

fully with crises than scattered isolated banks 
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I3) Ir nornnl lmie'> honuer 1 dettnlrahstd haul tug s\s‘(n 
prcnioics hankttt^ facrhlKs within the communitj Numeroib 
banki under the deecntnh^cd system enterpr 
Fspansion of sin^h competing for business gcneralK do inori 
banking facilities- to diffuse Credit facilities in a countr) than a 
monopoh bank witli a centralised note isbue 
{4) FiSi-dl athl poltitcu/ (idLiitt/itgcs — V Central bank offers 
important fiscal adiantages to goiernmonts It kee(*s the gotern 
ment funds, and raises loans for the ttoternimiu And in timo 
of war It can offer lerj valuable help to the state b\ phcini 
at Its disposal the immense resources of such i bank 

The danger ol corruption and parti bias in the high officKV 
connected with the manage t.i. lU of the liank must howeicrl'- 
carcfull) guarded against 

The question of a Central State Bank for India 

The balance of adiantages in fa\our of a ceiitnl bank hts Ictl 
^ a demand for a central bank in India as well as in the Uiute'l 
States Opinions m India are prai\ well dnided on tins question 
le advocates of such a bank (Mr Kej lies and otliers) think thi' 
e arguments in fa\our of its establishment are \er\ strong uul ari 
decisne 


1 Arguments advanced m fuvoiu of n Central Bank 

The arguments can be summarised as follows 

^ A 'ihe Indiau Govtrnmait-a,U r,a,„ JoUott ii 

' fiscal central st Ue ban! to act t3 n- 

S ^’'^""'^'"S'tsbahne^ (b, for nniuumg its note 

xe-ul’afS the public uobt and (dl loi controlling die 

legulation of fpreign exchange which >s done a iwcseiit In till 
Indian Gosernment The functions in now n. rtorm. d b\ ill 
Tndian Government But//., a./ 

Z ccwZu,.,/ She fu, eiwn of bank , t, b^ n cLral Ban^ 

b ilancc. with 

experience tint it v-U 
these pruate banks whnh proportioi of its balances wath 

deposits when the monc) 'Is rrquirS be thT 

or re„.,.p„b„c boo. n J.ch 1 
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confidence is wanted Tne Government Mill also be able to help 
the MoncN Tvlarbet substantially by lending its surplus balances 
through such a Central Bank 

(2) Another advantage of considerable importance to the 
Govei ntiit-iil 7f'/// he that ti rm// have a staff of exferi financial 
afivisd s in the hic^h officials of the Stale Jiank , at present the 
Government has to depen J for financial advice largely upon 
intelligent amateurs of the Indian Civil Service 

(2) V A minor adv^antage \sould be that the Govei nineni would 
\be firee from vexation^ lC iiu i\ni on snia'l details of financial busi- 
ness which would be directed again:>t the Central Bank looking 
after these things 

(4i A Ctntial Bank would have laigrr ofgorlunities than are 
open to the Government for pus,, mg the circulation ofnott^ and it 
will bring about an expansion ol note circulation by increasing 
the facilities available for convertibility 


B The advantiges 'ithe business world and to the people 
at lari'e 

ft) A Central Bank will be able to undertake the function of 
e Jcisinl a "cneral direction) over the banking policy of the 
countrj , and°thus U will placr JnjhjwMnn jUg on.a.sojindejgJasis 
(2) Some advocates of the Central^ Bank maintain that a central 

bank will lead to a great development of Indian banking and| 

/ h r'-oitl brui" ban''inct fatilit les to many paitsof 

the conn II . whae at p,cwn> they do not exist J 

G'S When a Central Bank is established, 30^11101, t be 

in a DOSition ‘o lend the money market substantial sums 

’’“’ur'sTnK peo|,l» ma,n.a,n Cat tl.a Central Baal through ..a 
locan.nnchcad'l' h'- “> 

the progiess of the io-opeialme movemen. in Indu^ 

/el In India at the present moment there is a divorce between 
, ^ ?iov fni note issue and that tor banking enerally Ihis 

Is a aXrd; neaWneas, tad .s opposed to modern banking pracl.cc 

1 he eovernment ^and not banks; issues notes and it keeps Us 
reserve Xrsecurmg the note .Bsue Ihe reserve for securing the 
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note I'.biie thus quuu 'i.pintc. trom the binking 1 cpi !)} 

the InnKs and w hen 1 1 >. b Hiving ri,',er\v, pro\es lo be insuffi 
cient there is no proiiMun tor stix-n^ihenini; it from tlu rostnc [o’- 
becunOj!; the notes 

I'lnally the want of co opt ration belwten binkiii" i id note issus 
makes the Imlian ss^u m n la^iic and ehsiimlj i~, one of the 
essential co t liiions ol i 4 > 1 1 nink 14 s\-,ieTi 1 111^ ineljslieit) , J.ui 
also the du urt e lietween di r^-,p tn^l,),lu' for note 1 sii< and tliai 
lor banking eeiii r ill) >\ill b ii,nio\ 1 Iq the e^t ilii5-%hincnt of 1 
Central btate Hank 


Arguments again's a Central State Bank f or India 


Ihe proposals iboiu ii 
ha\e been criticised on \ r m 
parth on ,i xn 

and IniMutSi jialonxtts I p 
guen below — 


' I >’isli ni_ n ol a et-iiiral state bank 
aindi r/n o' I I nans an h m! 
• ' >" ’ ‘/I i/\ on / I t! ofrJjJl '■J 

more iii.portant of ihe objections irt 


(i) Some opponuusot ate Ceiiinl Huik ire oi opinion that thi 
noU controlled In sucli i i.ank w il be thmuht l^s xr.un and 

1 he ndte circula lln„ 'it *” ^ pCOpk 

, ti.it, «, It suffer ! In i go ernnient depart 

\ ment as at pr^s, n. ' 

'ri "" 

.«d. W .11 comimnd .Ik conl.J.,,. . rf'',!;!' ik'dJII: 

“■ ii.ii- f»r -n. 

The Central Hank onerttUe In I ’'Hiking n, gt.nc;ral and co- 

wm not help mate- ^ ^ banking in ptriicular , Wlm need la 

banking •‘-Huia lor St curing a .tool st , i t 

K~i no.Kctninl tag \„n , “ Ruling I. 

^ 

certainl) required , and over an'r^al o btnkmg Itws are 

bant for the d„„,gkfte ,OTTrti? rg “a „ , cu.tnl 

in England, France and Germany ) done by central banks 

fol Then there is a (hfricul/^ ^ 

ocatid Cilcultawantb u to be in Ta]'* ‘f'" l>anK n (o It 

. de in Calcutta and Bombay w ants it to 


riall\ 
dctelopmtnt 
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hli^hcxl I 1 r>oml> i) 


and ii Lsiahlishcd in Delhi it will be out 
of louth with bifiincs^ conditions (Ihese are 
diriicuIiu-> no <Ioiihl but surdy some uay can be 
lound out of tlicse difiiculties ) (:|) The 

L\< hojyu binks rtar_tjnt the Central Bank 

)i._a lormid ible ru al 


I n( lift » iilti 

' I ’< 1 -( nn II (in 
1 I i t li Ii ink 


I 


Movi l1u^^Ill.■5^-nlLn in India seem to hold the opinion that 
, , , thi < ( h bunks /mr e liiiaiued the fotetiyn 

\ni] i!-, tini, I lt\ ^ J f T r, r II , 

ft t t ol tin countiv il>,ui>h utiii ejji icntl) u hy 
ff' > I '/ > I //i ' L ii bi-si to let Well alone 

flheiipb to thii i«l»jt(tion Is that a new thing is not alwa)s 
■ Old thin_. e'P-( I dij il 11 li liLin well tested elsewheic ind found 
'' 1 i-ifa' lors In (.ennl Bml •'V'ltem has seemed note issue and 
promnu d snnnd ml a" 'd banl ing in England, France and 
t» r II ui) Hid un lei projj^r eondilions n will do ihe same thing 
in Indi 1 ' 


1 he idi a oi a sta - lnnk though shehed for the present is a 
luets^i^;, for the lutuu \t tills time ol reconstruction after the 
areal world wai, ih (|uestion is sure to come up for discussion 
ind till I stabh'liuient "i such i bank will be ol in^iiuense service 
lo both g(A eminent md lile people 

TEb value of b lUks-kboir oociul utility 


f 


\ I ounir) Secures 
s\s[cm ol b inking — 


/ 


L. r 

‘,S ~4 


A)’ important alvantages from a good 


(1) l; ml s e( unomise gre ul) the jis^ of_gQj^iU the evchangc 
1 c<ii)i,tn\ 111 till niediuin'Ti} Issuing notes, '“and also by the cheque 
u^i of svstem 


(z) Banks collet t from thousands ot depositors small sums 
which would lia\e oilierwisi, remained idle or would have been 
used in unproductive cvpenditure , and they 
( i|iii il m I'lt make theso sums available for productne enter- 

more )iro( intiM prises This IS done* by saving banks, investment 

banks and also b) eomn crci il banks 


(3) Eaige investment banks provide capital for industiial and 
eommereial enterprises and thus help the In dusU ial progre.ss of the 
CO n munit} ^ 

^ money lent liy co'nmetcial banks is lent for short periods 

onl) , but such short-period bank loans promote 
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77 idusl> y by enabling manufacturer', and mcrcliants to get funcF fo' 
their operations immediately b) discounting their bills instead of 
Malting for the time Mhen the bills will fall due and be jiaid bj the 
debtors 

(4) A \cr) important vt.r\ice rendered b\ commercial bants 

+ Selection of riii-y lend frcei) to cajiablc bubiness nieti 

the hc'.t mdusiiiil and in Ihii \\a\ the best Inisme-.s nun e\en when 
'eaders they hiie no capital of iheir own are enabled to 

extend their business and to heeonic leiders of industry 

Socict) greath gains In this mercaso in tlic efliciencj of industr) 

(5) A larcte foreign tnd< uth i small ■tmoiint of metallic 

nionet Is madt possible the foreign exchange 
I acilitation of ruioni 1 1 lianl s , and the foreign trade of tlk 

forcien tmde counir\ u 1 1- ihtatcil in main ways by a cool 

system ol binUm_ 


1 he entire industrial and ( omnierei 1 organi/ itioii of a moden 
cominunitN IS mum Ueh lioiind uj) with its banking sysii^m The 
work of production ilu mu rnal as well ts ih- external irtde of a 
eountry, they all depend \<.ry hrgch upon banking lacilities 

The stability of banks and ilicir prudent and at tin same Uiii 
ei ter prising management are an>ohueI\ essential to the industrial 
progress of a countr\ 

Credit and prices 

nr influenei oxcreiscd b\ ladit onpruos^ Does 

credit affect price in the same wav ts u done by moiuy ^ Or is u 
done m any other way Andinwhuwav- Ibis ,s one of tk 
highly controversial topics of gconomu S „ nu^ 1 here u a 
multitude of theories on the sublet, and 'some of he more 

important theories are givei. below 

(It IS to be noted ihit this subjeet has h eii annroached 
by economists in two ways (ay 1 hr , V appro m 

v”j me creation of credit paint 


■f In Itagfhots espressue phnsi 1 l.ml 
Some of the \ iSLst heads (i r InoWU 1 i‘' ”1 s-:l',isn viet.r 

ohether other people oill pa\ their *k ir time thinl mi; 

huMncsscspnntj and wilt he ahle to rcinx anrl o' 

mdustri ^ ° ’nip tin dL\clo)iment 01 

■X 
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' lias been regarded as increasing the supply of the medium of 
exchange and the influence of this increased supply on the 
.level of prices has been considered (b) Credit purchases 
have been regarded as additions to the demand for goods and the 
effect of this increased demand for goods on prices has been 
examined ) 

Credit and prices 

(t) Credit has no infinence on prices 

{a) Walker 

The general level of pnees is determined by the supply of and 
the demand for the standard medium of exchange On the lei el 
of prices thus fixed, credit transactions occur, and these ciedtl 
transactions cancel one another ultimately without the use of 
mont}, and they have no influence on prices 

(Prof Kinley point out that Walker’s view is defective, that 
there is generally an uncancelled balance of indebtedness based on 
credit, and this uncancelled balance creates a demand' lor monej 
and thus ciedit has some influence on pnees) 

(. 5 ) Laughhn 

Credit demand taken as a whole cancels ' itself, credit demand 
has existed from the beginning of exchange side by side with 
monej demand and it has not any influence on pi ices diffa entl} Jrom 
that of 111 onej 

I aughhn’s vieiv is open to the followang criticism 

If credit has no influence on prices because it is co-existeni with 
the lei cl of pnees, similarly money can have no influence on pr.ces 

(a) ff/?// 

(2) Credit infinences puces to the same extent and in the 
same way as mouey (Mill) 

Mill holds that credit is virtually purchasing pover, and so credit 
has the same effect on prices as money 

CMill’s theor}’, honever, does not pay sufficient notice to the tact 
that in a credit transaction only half the transaclion is completed 
non, the remaining hall being completed only at some later time 
b} the payment of monev — so money is required for the completion 
oi a credit transaction “/« other words, it is a qiustion no^ simp/) 
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of purihastng po'ou , bu! of hquiiloliitg po.i cr” So crcdtl canno’ 
ha\t, ihc same influenre on pnctb a-) mtlallic money ) 

(3) Credit influences prices but not to the some ostent 
as money 


Tbt iriilh 
and j\IiU 


lids //tiJ.Uiii /(I.ueei! Ihe postlmtis o/ U'a/i'r 


And the correct \ieu mu ilui'. espreb^^d Monej u pur 
chasing power uid it u liiutduing power to the bamc e\*etii 
Credit IS ])urcha.sing power, hut u u not lujnidaiin^ jiowcr to the 
same evtcn' lo serve as a ha^is lor credit tnin-'actioii", t eertam 
quantUv of inunev nuut he Lip i-, i reserve in I 'hts reservt* 
Is withdrawn troni the eiriiilumn and u not disiiosahii fo' culi 
transactions Ihe credit t. iw’ to laui iirices In vn reasin^ 
purchasing power, and tlu reserve tends to lower iiritvS ir 
witidrawing nietallte inon. \ irom the eiretilatio i 1 he anioiuik 
of credit Is greater than the imoun- of the res-rve ind so ill. 
net result is that drod,/ ^ 

rsteiu is n dom In die sme inviitut 

metallic monev ) 

(Taussig’s view 

of 'Xstunnent^ onh gm/pnitt ihe us‘ 

Sure) n complete sul^mmel ior nioncv \ 

■>" r"<=‘’ '■ 

iol '^oocls iml n inr I piirOm^r-. ir-, ofli,nni; inonej 

of cLci;? ,:'!a .rirriic 

prices Snnoor or 1st, r .1 ^ PcmaiKl lor goods md thus to raise 

for in money , ind tlie mone^ dnt r.'ll’h 

credit pa, merits Mill not lie ahihl.l V r' '"S 'l''r 

those cases W A trai.s rct.ons n 

once on prices ^ independent mllu 

O’) In vuun casc^cudtf ivUrununN t ^ ^ 

xs comhicle subs UuUs Pa, ,„onr. f notes) 

specie would ’ aflect jiriees as much as 

Crisis 

I * 

^ Finics of difficulty m the inrl..c_t. i 

|Situation, when pressure, becomes acuJ ‘’'^u>alion or the financial 

lue, are called crises 
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An uttini! crts.T meins i depression of indiistr} in one 


or u'C't ' 

rinintriC', oft.-n intern iti 

tin -1 for 

M'r-s'and prodiinne 

the V ..ok 

( ommunitv 


1 iv ,, 

7 ' 7 . n o on 

ih 

da\' o“ 

\ .k- afiiei-s time 

tl) 

n prmnri 

. onn.-Cted uiih 

qui 

( red'' 




I’l'i. 1 K n-'.rnl r^i^i- 


on ill other hand, lists onl) for .1 feu 
hr. rtl) binkers ind commcrcnl men and 


in.l till finincnl crisis are closeh connected, 
thc\ -re redh o ot one ind the ^-xme phenomenon At 

1 (Ir. iin let ol ih.. imlu'trnl cr'sis, eenerallj a finincnl crisis 
he^.n' md inte’mlu" ihi siuntion 

Periodicity of Ciisea 

The rrciirremi. of rri.cs at regular perodic mtertils of 1001 
T- s. ir. Ins b-ur tn'iicntlj noticed b> economists flic idea of 
Iiu'iodicur .s SI. -.slid In in enumerilion of recorded years of 
'.cute lomneniil dntri s:, in the iplh Centiirj- 1P23, 
,S3r.-v). iSw, fS 7 <S 1890 

Ih. doeirm. ol p.riodict) of crises is strong!) held b) 
Prof Uo IS lman^ other economists In his famous sunspot theorj 
he ! olds that tlK nsrio 1 c recurrence of crises is to be e^ pinned b) 
the nrnodic recurrence of sunspots at intervals of 10 or 12 vears 
tlie in all parts of the earth and influence 

JT K;i,.tuon tl ,.nr., of conGnd other th.ng,, end bnng 
about crises levoin’-. sun .pot theorv has not been uidel) 

accepted , , 

Ih elem nt ot p.rindicit) in crises is e nggerated b\ certain 
UTilerV but tint there is some periodicity is undisputed 

Causes of Crises 

, .1., raiites of anv particular crisis IS a difficult task 

n ' t ,s tud, mor. .Uffied. .0 formnlatc n general theor) 
and nl e . 1 counted about a3o eaphnalions of cn,cs 

and Mnk bis in."- 

CTi Obtective causes 

industrial crisis is due to a want of adjustment betueen 
produoaon i!^d eonsuniplion, lo either overproducaon or unde.- 
consumption 
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This want of adiustment of production to consumption is found in 
the production of more commodities than can be sold, in excessive 
and unprofitable railway building etc 

And this kind of mal adjustment is prominent during times of 
rapid industrial changes 

Climatic conditions bringing about extensne crop failures, wars 
and such other things bring ibout a general depression of industry 
often culminating ,nto a crisis 

(III Psychological causas 

Economists righth la\ great stress on the psychological factor 
in crises 

Dunng a crisis panic spreads, and so many fail who would not 
otherwise ha\e faded U-pression in th^ minds of business men 
continues eien if ter the o necin - causes of bad trade have been 
reinoicd and so trade linguishes After a time business men 
Tecoxer iheir spnits Eti liusiasni is catching trade revues rapidlv 
till ihroug 1 an exrcss oi smgume enchiisns n business men rush 

into ox ertrading which ag nil bnngs about a collapse 

Course of a crisis 


A ciisis gencrallx begins after a period of business prospentv 
Villen nrices are high and there is plcntv of credit and also plent) of 
emjiloxmeiit for labour In such a pciod of prosperity business 
expands new enterprises are launched Suddenlv comes a period of 
hesitancx and uncerlaimy 

^ Ihe new enterprises begin to find obstacles m their wax There 
is scarcity of money in the bank reserxes the rate of discount rises, 
and there is a collapse generally precipitated bx the failures of some 
big bank or banks 

A-' '"f ft'nxnciTl ni.xs Ihe banks 

arc asked to pax cash to depositors and thex are also asked by 

meeting the 

dm crisa^rnT'rTl?'"*' fall, and when 

greatly mtensifymg the'sUuahoV“"\fter tZ '5 

mdu^tnal depression xvhen business is si "^sh "^10 X 00^^^ 

priscs are sfrled Tim banks ^ , 

ll.e rites ot tl.-count become " "“7 rf 

o.d„si,j,„be(ollo„edb>ac,.s,smc?et 'rler”®'"’ ’ 
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(1) Beneficial results of a crisis 

The period of depression following a crisis does a real gOod 
b> restoiing the proper balance of different parts of the industrial 
organism b} checking unheahhy business activity and bnnging 
about better adiustment ol production to consumption 


(2) Evils ot crisis and remedies 

Crises have been called diseases of the economic organism 

Crises cannot be entirely prevented so long as i\e have 
competitive industry and the credit system There Mill be crises 
'and the most tint we can do is to mitigate their seierit) as far as 
possilile 

(i) The integration ol industry by making possible better 
adiustment of production to consumption tends to make crises less 
frequent and Icis severe 

(-’ Labour oro-ani/ations increase the Iiaigaining powder ot 
, workmen and thus prevent the widening of tire gap between wages 
and prices which leads to crises 

r) It Ins been suggested that the Go\ eminent by constructing 
ns public wori.s in periods ot depression should counteract in some 
degme the uncmpiO)menl due to the industrial depression 

^( 4 ') The psychological factor is based on ignorance, and so 
this cause of crises can be counteracted to a large m lent by wide 
diffusion of knowledge among business men of the larger aspects of 
industr) and .the warnings ol the past as embodied in econo- 
mic histor) ' 

( As reeards thfe problem of the financial panic, the solution 
IS to have a good currency and banking system with adequate 

reserves 

Th funcnonofaies^veuto he (>aui out ncceeeary a 

panu n n.l not be starved During a crisis, a bold policy should be 
followed as regards the reserve, and the reserv e should be paid out 
. ° It and the panic will be allayed 

ce mml “ anl a h^h^standard of duly and folloams 

a bold’and generous pol.cy ,n olTenng loans to solvent merchants 

and manufacturers temporarily embarassed by the crisis, such a 
and manulact i experience to be the most effective 

hank has been fpund y 1 England is 

agency m meeting sucii a suuauun a. ts 

such a central bank 
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{12) Credit influences pnees but it docs not exercise the same amount of 
i nfluence as monex , 

(13) Crises are periodic and are due to maladjustment of production 
•and consumption 1 he influence of the psjcholoffical factor is important 

Questions 


1 Wliat are the different mcaninRs in which the word credit is used ^ 

2 (a) Can credit create capital ’ * 

(fi) What are the adxantagcs of credit and what are its disadtantages ’ 

3 What IS a cheque ’ a bill of exchange ’ a draft ’ 

4 What are the \arious functions performed bj banks ’ 

Write a note on the clearing house sjstem 

5 (n) Gneashort account of the currencj' principle and also the banking 
pnnciple of note issue Gixe the provisions of the Bank Charter Act of 1844 
\Vhat ltd to its passing ’ (lO* ■ H ) 

(A) Describe the actual sj-stems of note issue in England, Trance, Germany 
and the United States 

7 Describe brieflj the Dnglish Banking sj stein noticing any characteristic 
peculiarities and special features 

S (n) What is a Central Bank ’ (C, U 1913 ) What are the advantages 
and disadvantages of centralised and decentralised banking ’ 

(b) Discuss the arguments for and against the establishment of a Central 
Bank in India 

9 Discuss the nature of the advantages of a good sjstem of banking 
to an industrial communitj (iGii H) 

10 lixamine the influence exercised bj credit on prices 

11 Write a note on crisis (C U 1913 ) 

Indicate the causes of crises, and suggest remedies Does anj good come 
■out of a crisis ’ 
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In other words how ait tn'ernah >nal jialiies, (I he va.lue’! at 
7 ^iuh goods exihauge in iti’trnaiivnal H^adi) dtlermtned'i The 
solution of this problem is to be found by a proper applic-ition of 
the fundamental principles of demand and supply w'hich apply to all 
cases of value 

While discussing the values of commodities within the same 
country, we as-ume that labour, and capital are mobile and move 
freely from one part of the country to another , and the no/mat 
value of a coinmoditi iviihm a under these circurhslances 

ts delermintd by its cast oj ptodiuitati •’Uiihin I Tie touiili y 

In discussing international values (as opposed to values of com- 
modities within the same country) we assume that products move 
from one country to another but that labour and capital do not move 
so freely from country to country 

JT/nr international immabihli of labotr^anl capi al, gives the 
hey to the theuiy uf inta nation tl values^ 

Leins bed in w ih a simple case Let us assume only two 
countnes England and I'rance arc engaged in international trade , 
and they are carrying on an international trade in two commodities 
only VIZ , silk and w'oollen goods 

The relative cost of production of silk and woollen goods in 
France differs fi*om the relative cost of production of silk and 
woollen goods in England , and this difference is due to the fact 
that labour and capital do not move freelj from England to France 
and from France to England 

And It IS this difeience in comparative values ulnch leads 
to 111 fuTfdl tonal tiaiTe 

Suppose m France the same cost wall produce 15 yards of silk or 
15 yards of woollen goods ' 

And suppose in England the same cost is required for producing 
15 yards ot silk or 20 yards of woollen goods 

England has the greater relative advantage in the production of 
vioollen goods, and France has the greater relative advantage in 
the production of silk goods — so England will produce woollens and 
France will produce silks, and England will get from France the silks 
she wants in exchange for her woollen goods 

A country lends to export things in the production of which it 
has'a comparative advantage , and it tends to import things tn which 
It has a comjiai atroe^ disadvantage 
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(i) hilernaltoiial values of woollen goods and silk will he 
helween the huuh imposed he comparative costs the ratio at which 
England wall e\chinge woollen goods w ith bilk from France will 
be between 

15 yards of silk = 20 yards of woollen goods (^comparative cost 
of silKs and woollens in England ) 

15 yards of silk=i5 yards of woollen goods (comparative cost 
of silks and woollens in France ) 

(11) Suppose under certain circumstances, the ratio of tachange 
between the two countries is 15 yards of silk = i6 yards of woollen 
goods With an increase in the demand for silk goods in Eng- 
land, England will be willing to give more woollen goods in evchange 

for each 15 yards of "^ilk the taito of exchange may become 

15 yards of silk= 17 yards of woollen goods 

or 

15 yards of silk= 18 yards of woollen goods etc aaordiiig to 
changes in demand for w'oollen goods in France and for silk goods 
in England 

Within the limits imposed by comparative costs, the pai ticular 
ratio 0/ exchange between the two commodities is thus determined 
by_ the intensity 0/ 1 eciprocal demand in the trading lounlries 

The ratio of exchange must be such that in the long run the total-* 
values of woollen goods and silk goods exchanged must be equal 

In our illustration we took only two nations and two com- 
modities for the purpose of making clear the essential principles 
involved 

Now we enlarge our figure to life size In actual practice, 
we have trade not between two nations but between many 
nations and the commodities which are exchanged in inter- 
national trade are also numerous But ‘trade among any number 
of nations and in any number of commodities must take place 
on the same essential principles as trade between two countries and 
in two commodities 


t Note that in companng costs we compare not the costs of production 
of the same commodity in the two countries, but that we compare costs 
of production of the two commodities in Enirland and we compare the 
costs of production of the same two commodities m hran- w he costs of 
commodities (forming the subject of international cxcha ) 
same country are compared ' 
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International trade results from differences m comparative values 
due to international immobility of labour and capital 

/nlenia lionjl v alues \( he ; aiios o f ex change^ leliveen com- 
m^Hles eiitertng uito ■‘iiiei vahonal trade ) are determined b} the 
tjitenslf of teciprocal demand ivi thin the limits imposid by compa- 
~r alive costs ' 

Tne^raiios afjexchange^ must be such that the aggregate value 
o/Jh- expo! Is of a country must equal, in tjie^ long fun, the aggreg- 
ate value of the imports 

A paradox and it explanation 


An interesting' and apparently paradovical conclusion follows from 
the principle of comparatne costs A country port things in 'vhtch its 

laboiti IS more effictivc than is the labour in" the cnntr\ 'vheiice fhe^ come 
The United States can maUe linens more cheaph than Germany or Ireland, and 
can make (lav fibres more cheaply than Belgium The United Slates do not 
however manufacture linens and fla\ fibres but import them from Germany 
Ireland and Belgium The reason is this The United States though possessing 
an advantage over these countnes in the production of flax fibres 
and linens possess greater advantages in the production of other commodities , 
and so the countn w ill devote itself to the production of t hose . go ods in 
which |ts suoen oritv is greatest, and will exchange these goods for other 
imports in tHc producTiorTor w lifth its superiority though real, is not so great 


Barter and money theories of international value 


In discussing international values, English economists generally regard 
International trade xs the barter of commodities This is the method 
followed by J S Mill and Caimcs, and also Marshall, Bastable and Edge- 
worth 

In his Principles Vol IlJxicholson has preferred to treat international 
values in terms of money For the comparative merits of the barter and 
money theories refer to Bastablc’s Theory of International Trade 
(Appendix C) 

Sidgmck’s theory of mteraational valU3— as dependent on 
cost ot carnage 


Sidgwick’s thcorv of international value is different from the current 
theory ot rtitcrnational value as held bv Bastable, Marshall and other 
])r minent English economists The current theory is that the peculiarity 
of international value depends upon the imperfect mobilitv of labour 
and capital between different nations , hut Sidgv\ick maintains that inter- 
national value depends not primanlv on the imperfect mobility of labour 
but on the cost of carnage In inte^mationa! trade there is a double 
expense of (al sending the commodities out of a country (b) and import- 
ing other commodities m payment for these exports , and according to 
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Prof Siclpwick the problem of intcrnatiomi \alue consists in the deter- 
mination of tlie conditionj g'oiernin4’ th diMsion of this cost of c<amige between 
the trading nations 

Objecltons against Sidt^'^icL r theory 

As against Prof Sidgnick s view there is th' fundamental objection that 
his theorv seeks to determine the ilinsion ot onlj one kind of los> (vir cost 
of carnage) in international trade and it furnishc-> no solution of the division of 
gain in international trade 

Also the position of m mej is not satisfactorilv treated bv Sidgvvick 

Cost of ca-nage Import and Expoi t Duties ofe 

The introducnon of cost of cirrtags and also of import 'incl 
export duties makes the problem ol international trade inore^ 
complicated but it does not alter its essential character 1 o he 
1 quite accurate and i ompretiensue, we must saj 'that tmtle besms 
' bfltV'iit t ft! nations ivhen erhtes Jiftrr a fur inxl tf carriaste and 
'< tarif/i (import and export duties have been nlln,ved fot 

Cost of carriage, import and export dutios and other hindrances 
to exchange reduce the advantages ol international trade 

Cost of carnaev. if high enough will prevent international 
trade Ordintrily it raises the value of a coinmodit) in the 
importing countn to a certain extent The ihvntor of Jbe^chat i;t for 
transport raitt defend on the readjnshnenl ot demand which the 
change m v'alues wall probably produce ~ 

The advantag-es of international trade 

(1) Economic gains 

The benefits of international as of all exchange, he in an increase 
of UlllltJ 

With a given amount of effoit, a nation gams a larger satisfaction 
b} means of international trade *han it would get in the absence of 
such trade 

The general economic gains of foreign trade can be dividv^d 
into the following — 

jegnrdstm pjxrJs. 

’International trade enables a country to obtan b\ importation 
articles which cannot be produced at home bit is in tins wav 
that Switzerland gets coal and all European countries get tea coffee 
tropical fruits ’ ’ 
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(2) Another advantage of mtemational trade is that it enables, 
a counm to get b) imponation commodities which '^cohld^^be 
produced at home, onh at a greater cot; 

England gets by importation wine and ^nlk much more cheaply 
than she could hue produced afbome' 

(5) B\ importation a country is able to save itself from tne 
gnp of fo’Yime ana scarcitv when its onn crops fail 

^4’! International trade acts as a powerful check on monopolies 
and^trusi-- ana it ^r^ent^rapui fiuctuauons ot pnces 

/ As rcearas f^purlulton. - ' • 

(5) A countr) supcnor to another in manj oranchcs of pro- 

ducnon will ae\ote itscH to the production and export of commo- 
dities m which Us supenority is the greatest and it will import the 
other commodities In this wa\ 'nJe, n .wn^l il ’H ^ raist Skt. 

^rodticims ! c/ a nati> n tj tis rigyr r-nrs ti stilt develop 

ilu nai on s i !j. us! ''ics 

(6) International trade bj creating, world wide markets greatly 
extends dnasion of labour and large scale producuon It makes 
each nanon. de^o^e itself to tnose ixoustnes, fo’' which it is best 
fitted b'l Its natural resources and aptitudes of the people ana so 
the pro 'Hciivc t^tif j vf all nastot s great l\ in reused aiu the 
sjoorld. as a svhosc, gains 

H Noa-economic gains_ isocial moral and political 
advantages ‘ ' 

( t) Intemaronal trade bnngs men of one nation in touch nth 
the men 01 othei nations poS'CSsing different types of culture and 
civflization and this leads to soct^. moral and pohneal progress 

(y) Commerce IS binding the different nations of the world 
bv common ecoaom.c mteresfs And so it nas been maintained 

inaav wnte’^s that i n em at ioral trade dim'iysiies^the chancesjif 
war. and the development oTlntcniatibnarcomnierce is one of the 
"Dest guarantees of universal gieace 

The titanic European conflict lust finished shows tnat the 
extinction of war b} the development ot international commerce 
js }et ven far off frorr realisapon 

Disadvantages of Intemattonal.Trade. 

Tne possible disadimncages of international trade to a particular 
countT}, are on a larger sca’e but are practically of the same nature 
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15 the diMd\antiges rebuUitiH uiukr rcrtiin cireum^tnnci s from 
duision of hbour \Mthin tin. ‘jirm. country 
Imporlahou has tis 

(i) A ‘•udden iiUrodiicMon ol lorugii tndi. nnd tiie intliiv nl 
huae quiniuit-s of foruiio t npoi a mil up'-* t the mduiiriil orinni/.a 
tint ul 1 /toimtn T.ihour ind < ipitil ilr<.id\ 
engaged ui the industrn ' lhii-> ■'iihjct ed to fore- 
ten coni] j(. Iiiimi nnt find it ditin nit lor ‘■ome 
tiniL to/trm kr thcin'^tli ca ju (>tht r HuittalriC' 
Sonu ot tliL < I I. ' I m n U h s! 

J'he labourers injae/d in ilie inrluelru'' riiiiitd b) lortign 
competition, )osi ihetr eu j !o\mcit' md aulTtr is \mU n"i b: abii 
ill of tilt 111 to Cut otiitr (/mpltn iiK nta qini k!\ 

( 2 ) 'Jilt consnnjp/ion t>l <iniin coninioditH 1 (c 0['niin 
, tocc/iH teriiin ! inds (>1 hquofs t ti 'iff ti-ter) 

jur^" article' mu^ioiiah tilt pli) 'icil and tile iiiorjl lultin ol 
iln/ 'Lpii'-unitr-' , md the t nportation ol thtsu 
commodities is in t^^I ofstnoiN nngnitndt 

Tne Jammers on hu su'e < , r i poi Is art !l 1 / d/i ^ — 

I3) lilt spfcia/izj.'it,/! 0/ iniustrus rf'itltnie fiom fortign tndt 
tusreasts the chauee of so- .U't! >■> tip >tur! o>< 


When 1 coumn li is in indnstn prodncint, md t' j’oriine for i 
oorUl wuk mirbtt it is difiiciilt to eih iditt 
e\ictl\ the mioniil tint woidd in tkmmdi d in 
such 1 nnrki I — 1 Mr or nn other grn t dntur 
bance of eLonom 1C conditions mi\ brmg about 1 stuUkn vt^trciM. 
ol demand, uhitli will product scrous rtsiilts 


Ri‘'k of o\ crpro 
duction incaiscit 


(4) ' The e\portilion of food-slnffs mil oilitr igrii ultiinl jiro 
Opcrat,on''ot-n.n„- <|ucis nw} iiiukr ctrtiin circniiistmcts inttiisift 
ni^imp Kttums iclion of tht liw ol diminishing ritiims 

in igncuUuril coiiiitrits 


"(a) tlie product js m txhiustilili oiit it ^ I nglish toil 

r\lis„ei,on of ot rcduNiiti gvnno) tlic tnl is niort ippirtiit 
natural ic'ouiccs not intonsideriblc part ol Jlritisli indiistrtil 

stTcnstli is bistd upon Bnlnin s siqierh coil 
resources md in exec'^sneh npid exlnustion of her coil mines nnj 
concetvibly impenl British industrial supreraac) 
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1 Balance of trade Balance „of.nccounts 

The expression '‘balauct of iradt' indicates in popular language, 
the relation between imports and exports of commodities We see 
from an evammation of the statistics of international trade that 
the imporlt, and exports of a country arc rarely equal In England, 
m trance, and in some other old and rich countries the imports of 
£oods__e\cu;d^ Jhe exports and such counpaes are said in popular 
spi^ch to^haie an un/ji, otn able of Irqdf In tff^ United 

Slate^7 HI Australia, ~in India the cxporFs of goods exceed the 
imports a iid co .unlrics.haiing such an exc ess ot e xports arc said 
to have a obh balame 0/ hadt 

' 'Ocjtuitit Jo fuld oul 7vhclhtr the fo! etgri hade of a rotmlrv 

( 1 c whether us total credits and debits arc equal) 
7i'c have to consider not merel) the exports and imports of goods and 
balnnct resulting from these imports^ and exports, we have 

ralhei to coiisidei tin balance of a, lonnts resulting from the total 
credits (claims) and debits (debts) of a country d he total ciedits 
of a country include exports of goods (b> which the country 
becomes the creditor of other countries) and many other things , 
the total debits of a country include imports of goods (by which tlie 


' The MeicantiUst ideas about foreign trade and balance ^ 
of trade 

1 lie terms fi\ounI)lc and iinfa\ouril)le balancr of tndc, arc relics 
of ‘old mc^c^ntllIst tlieor) 1 he mercantilists held that the pnncipal 

object of foicign tndc was to jniport , precious metals _from.. fprcigfn 

lountnes.^ A rountri exporting more goods than it imported would 
^ccordins to the mercantilist tlieorj get a <(inntitj ol precious metali irt 
exchange for the excess exports, and so an excess of exports was regarded 
In them as a favmii able bnlancL of trade , con\ersclj a countrj importing 
more merchandise than it exported would, according to the mercantilists, 
have to export precious metals to paj for the excess imports, and so 
an exeesss of imports was regarded In them as an unfavourable balance 

I he mercantilist liclicfs that monej is the best form of wealth and that 
the objfct of foreign trade is to bring about importation of precious 
ine'als — these hchefs are now rejected bj modern economists Again 
tilt mercantilists are wrong in maintaining that an excess of imjiorts has 
to he paid whollj bj exportation of metallic tnonej , it is paid partlj or whollj 
bj othe‘r and more coiitcnient means of pajment, and a country does not 
get metallic moncj for the whole \aluc of its excess exports of goods because 
it maj hate other debts uliicli it maj paj wliollj or partlj bj its excess 
exports of goods -e 
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counlt) bicomc^ tkblor of oJurcouiitru •.) iivl iinn'. olli.'r 
'llie b^l incc of •iccoum'i (or tlic true bilint_ ol iiiH-rn uton il 
pa\ tncntsl rt^ullin;; from till total (lcbil> ami < rid its ol i cmmtrv 
IS bomtthm« ipiitv iliflt rent from ilic bomillid bahtiro ot fuL 
rcstihim; iner^U from ami iiniiort'- ot liooib 

The creditr ani dobita of n canotry 

Important iniirm i m i’ iliinis ml debta ri't iLo n olh_r 
\v.a\stlut In i\ini> \il import ot ^ooili ri' (( hLiI in oHn i il 
gorernment ^laii-itu^ an 1 ifi knom a-> /o /f Oi"' ftti’iis ' 
fxjnr!^ I h ■> in 'il>l im 'orts iiui \[v>rt-' nit poo la iml s- r\ n < ■;1 
rbouu'i not 1 n In li I in ihi bilanc ot trifc mint bi tvVin mtf) 
accou 11 « 111 n ui uani to limi tlii ini': bal i k ol i itimational 
pa\ niiiila 

I he foUotviii^ <!rf th( !>> i > th il au(’ <> rdti^ of o conn'll 

(1) Uxtnrisoni nnpoit^ «f ^oije \ louiiin biroiua tin 
nrcditdr of inothir comitri h\ \%hil it i\pon~, a vl U bi< onus a 
debtor In uliat it tmp irts India exports 41 mralb mon i,ood to 
rnslanil than it Imports from 1 nulaml on tins mronnl Iml 1 s i 
creditor and England a debtor 

(2) The C''^t of tra'iepn l jlimi of goods In slnp> t a ft 1 
freight and insnrancLl Fnuland on tins aiiount 4ifs nia lirgt 
sums from India uid foriiim comitrii s—so England is .v cn iito% 
and India is a debtor and .best sinires of traiisporjiMon ar>' 
uivisihle tXl’Oi/s in the ease of England 

(3) Th- tnUresl on itfj'ul nv< ^f< ! ihroo • R c!i intidn- 
invest considerable amounts of their rapit li 111 other eountri s iml 
thei get interest t Enghnd geta c\..rv \ear v( rv large sums 
in tins w 1) as interest on foreign inicstmeiits and ts i creduoi and 
in this respect India, Egipt, \ustrilia etc appear a* debtors 

(4I E\yen^es of forn;;] ers I -'ujo , !r,j tn a ,< m/r) 

Countries like Snit/'erland and Itah, iihieh an Msited In tourists 


‘These esporU; and impnrt-. an called uuisihlt not Uecaus, tin v r nn.it 
be seen — oficn tlie\ can hem ‘cen uell innuirlv tins are taneiM, Hii \ ire 
called in\ liable because thet are not rsiord d in the ollicial fi^nrrs of 
trade 

+ “British foreiqrn iniestmcnU nhich non sn„uint to some g tSJO I'oo oou 
arc \iket) in future tear, to increase rapidb beicmd that heun ?Hob-on— 1 he 
h \port of Capital) 
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in large numbers, get from them large sums as their expenses, India 
also gets certain sums in this way Again India has to paj large 
sums to foreign countries as expenses mcuired by Indians studying, 
living or travelling m these countries - 

(5) Baii^kei’s commjssion^ e/c_^ 

Countnes (like England, France) with bankers doing agency and 
financial work for merchants of foreign countries become creditors 
of these foreign countnes for bankers’ commission. On this account 
also England is a creditor, and India is a debtor 

India has to pay every year the ‘Home Charges’ to England on 
accjiunt of pensions and leave pay of English officers and for 
Government stores etc in this matter England is a creditor, and 
India IS a debtor 

(6) Government e \ pendi'm e-\x\ foreign countries /or diplomaiic 
'service, Inbules, '<t>ar in lemn U tes, hot rowing and reliaytnenl of 
loani o> the purchase of securities — they all must be included in 
•calculating the true international balance 

So the complete statement is that the spools monies and set vices 
rendered by ont connin' to other counlnes pirn its credils and 
chums of all kindi wll he balanced by the ^oods, monie<: and services 
received hy the •same cotinlry plus its obhsatione and debts of all 
kinds It IS in this sense that the total debits and credils of a 
country are equal 

Imports 'and exports tend to be equal 


The proposition iinporLs snd exports of n coiintr) must bi erjual is not 
true in the sense th it the imports of commodities must equal the exports of 
commodities ' 

Wc see that equilibrium is attained uhen the total credits of a coantrt llalanci 
it total liabilities , and such an equilibrium mat be perfectlj compatible ttilh an 
excess of exports or an excess of imports (of commodities) 

rile proposition is, hoitetcr, true in the sense that in the lonX mn tin total 
crcditi. of a conntr} must etjunl its total debits 

Stgiiifcance of an excess of eiporfs, and of an excess of niporls 

An excess of imports of commodities into a countri mat mean (o) th ’ 
incurring' of lia bilitie s to other countries or {b) it may, on the contrary , mean a 
liquidation of past and present indebtedness to that country ht other countries 
An excess of exports' maj mean (a) that one countrj is mahing other 
countries its debtors bj tins excess of exports or (b) it maj mean that the 
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countn bs tbc cxporU is pasnnp other countnes interest on capital 

bommed Jrom them or remnntrition loT 'ctMCcs tendered bj them The excess 
ofrxportsof commodities from India means the latter thing These excess 
expo .b enable India to pax inlertst on English capital borroned bj India 
and also to pa\ I mrland for political and otlicr services rendered hj 
Englishmen, the sen ict rendt red bx 1 nglish ofheers E nghsh shipping and h ngUsh 
banbers and «o on 

* Foreign Exchanges 

rite i^xprcssion foreign exchinges is used to mean different 
things 

If) Thi mt>.han\S)n o/ pa\ment tn /ortign iradi’ is k’lO'On as 
tl ( Fora^n F\^han:^cs 

^'Thc miLhiuery 'olieiehy payments arc eff’echd in foreign 
tomiKue n kno ! n as that of the fo>-etpn ’ (Chapman ) 

Tax inent is made cliieflj with bills of exchange running for certain 
penodb or with cheque^ w inch max be regarded as bills pi) able it 
sight 

fs) SometimC' the expression ‘foreign cxchingC is used to mean 
tilt n es of exjut g<, tt which foreign bills iru sold When we sax* 
ilrt ‘the lorcign exchinges’ ire moxmg igiinst i countrv xxe refer 
to the rites of exchange 

(g) The expression isilso sometimes used to mean Amg/t hits 
pf fXf;/i?Mgr When xxc saj vhil the Fxchinge TiiuLs of IndiT bu) 
t'ld sell foreign excinngc ue mein the' hu) md sell foreign bills 
o! exclntiae 

Economiping of uxetalhc money in foreign trade 

Fxen in the home tri'Te th use of metillic monex being expensne 
11,0 also mconxeiueiu for so uc purpoMs axurx lirge proportion 
o! ]>ixmenis mule through piper rredit deuces and ilie use 
ol mnxUu monex I" ecoivMi.isr d to 1 x< r\ consukrible ex'ent The 

xiim th' u hmji ns ilso is rtgirds ibe foreigti tr^dc of the 
counirx 
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Jo a -X'omkrfu >_ ccotsojii} ^ tti__lhe uje o^jne lalh c vionty in inalvig 
pjirmerifs j 7 t foin^n tuidi - - . 

As compared wuli Ihe enormous values of goods exchanged’ 
Jn mlernauonil trade, onl\ a small amounl of money is used , ike 
greater />,ii i of the pay meals is made thi ong h^jiasf er of, ohliyatioas 
paper jnsiijtiiuais cal Ij^ lulls o f exriia nsre, money being, 
cmplojed only for the occ''sional settlenienl of the balances remaining 
after die cancellation of credits and debits 

Tbo operation of a bill of exchange ^A_ bill pays two 
-de bts 

How are these bills of exchange used to make payments m 
international trade by the transfer of obligations 

To understand this, let us see the operation ot a bill of exchange 
between two countries, say the United States of Amenca and England 

United States England 

( (Exporter) A C (importer) 

4 - (Importer) B V D lexporter), 

A and B are two merchants in the United States of America , 

C is: D are two merchants in England Suppose A ( an American 
exporter ) has sold goods worth £\^ozo to C- A has sold goods 
and has draw n a bill for ^(^1,000 upon C representing his claim against 
C A in America is thus creditor^of C in England to the extent ot 
jCi.ooo 

Also suppose that D an (English exporter) has sold goods worth 
1,000 to B D (an English exporter) IS thus the creditor of B in 
America to the extent of ;^i,ooo 

No>v the bill will move m the way shown by the arrow' marks 
in the figure given above ^ 

A will sell that bill for f 1,000 and in this way he wall recover 
the value of the goods sold by him , A will ikus be paid 

B will buy the bill from A because B has to pay ;£‘roao to D 
for goods bought by him from D B will send this bill lor f 1,000 
(drawn b}' A upon C) to D , and D tv ill eecoj^r Ihe value 0/ the bill 
from C_ In this way B’s payment to D will be made by using the 
Siirdrawn by A upon C 

We thus see that using Ihe bill of exchange drawn by A upon 
C A's claim against C is paid also D’s claim against B is paid 
Every bill pays Iwo debts. If there were no bills of exchange, then 
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C ^\ould have to ship metallic nionc} from England to Amenca to 
pay A and B would liait to ship metallic niolie) from Amenca to 
England to pay D i his iiouble shipweiit 0/ tnonej and the cc^pam" 
and tnconvtiuenke ailatnmg to t! arc azotdtd h) the use oj Uit hll 
of exchange, and B’s transferring to 1) the hill representing C’.s 
obligation to A 

In America there are thousands of exporters ind importers and 
there are thousands ol i \poricrs and importers in England Bills 
io the value of main millions a til he arasi n In [mencan expoihrs 
■upon English 'mp< ' os and soil! he hought In Anin nan iinpoiiers 
In pay then Lngluh r/ o///'jrr f English exportu s) , and through 
the use of dit sc bills a great iconnnn in the me if nielalln niene) 
will be effected m making international payments 


CAn American importer will also sometimes make his payment 
to the English ex-porter by bu\ing the draft of in American bank 
on a bank in England and b\ sending the dralt lo his English 
creditor ) 

I 

‘'The exchanges in qu-slion are e’^ihanges nf Janns oi deb s -j- 


The pajments in international trade between iwi' eountncs fsaj 
England and Amenca) will ven largeU be niuK through the halan- 
Balancinir of cing of mutual debts and.eredit s W\ bdl ut exchange 
eredits and debits etc , and metallic money would ul ie(|uircd onlj'- 
between two na- (or the pajment of the baiani t reihainin" alter the 
balancing of credits and (It l)u * 


A fnrther econonn of metallic mono in foreign lrt,f effecled 
Ihe method oJ payments h] balancing acronnt^ is enn hied no! lo two 
naiions hut is in opeuilion among all inatisli uti and commercial 
peoples If Amenca owes EngUnd five million 
pounds fas in the above example) after the balanc- 
ing of accounts and if America is at the same time 
a creditor of another countrx to* extent of five 
millions after balancing accounts with that 
countrj, then obtiouslv America can pa\ dier 
debt to England bj transferring America’s claim 
against the third countr}' to England 


I urthcr cco- 
nom) of inetnllic 
Tnonej effected 
b\ the balancing 
of credit*; and 
debts bctv.een 
man} nations 


When we consider all nations trading together, the total credits 
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of a nation against all other countries are utilised to pay its total 
debits to all other countries by the use of bills of exchange, drafts 
etc , and if the total credits are less than the total debits, then the 
country has to pay metallic money for the excess debits or it has to 
continue in debt 

Some terms ani^expjanatior^ 

Bills of EKc hang e, foreign billSj Sight^^la, long bills etc 

of ixchimj^c, asailready explained in. the chapter on ‘Banking’ 
are drawn by merchants and manufacturers_upon_p_ers_o_ns_ to ” whom 
jfhy’ _h”ave.sold their goods and these bills represent the claims 
{of th ese merchants and manufacturers against the persons to 
l iThom they~have sold their goods 

drawer ot the bill is the person w'ho draws the bill, the 
creditor to w'hom the money is ow mg , and the debtor, w ho owes 
the money is called the draivee AVhen the debtor signs the bill 
to" signify his acknowledgment of the debt, he is said to accept 
die bill 

Bills of exchange are divided into (i) I viand on Is of which the 
drawer and the draw'ec live within the sanTe” country" 

{l>) F ot et^ i btlh of exc hovae of w'hich tlie drawer and the 
diawee live in~Hifferent countiies In the chapter on ‘Foreign 
Exchanges’ we shall ha\e to deal with these foreign bills of 
exchange We_must also note the. difference between a sn;ht bill, 
winch IS a biil.payable by the draw'ee at sight and \/oni^ bill, which 
hurst be immediately accepted^ by the draw^ee and paid after a 
prescribed jieriod, say 30, 60 01 90 days A hill is said to be 
dislounltd when it is sold to a third person for its present value, the 
third person deducting from the future value of the bill something 
as interest 

The bj7vke_rs_jij middle men as regards the purchase and the 

1531601" t.hese. bills From whom do the bankers buy these bills ^ 
rhe" bmikers buy the bills from persons who have sold goods 
abroad and have drawn bills of exchange upon these foreign 
purchasers The bankers purchase the bills from these exporters 
and they sell the bills to the importers who pay their foreign 
creditors with these bills 

Bills drawn on persons in London, and payable in London arc 
called paper fbtlh} on London Similarly we have paper on New 
Fork, or on Farts 
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T The bill on London 

The eat mass o/ bills IS io-dav drawn on London vi pounds 
slerlinst, (exchange payable in London m pounds sterling is called 
slerlvi<r exchans^t ) This is due chiefly to the immense volume 
of British trade, the stability of the British currency and to the fact 
that the seller of a bill on London can almost invariably count upon 
Ending a bujeron advantageous terms 

The Ra e of Exchange 

We ha\e seen that international pajments are very largel) made 
through the cancellation of credits and debits and only a small 
amount of metallic monej is needed for clearing the uncancelled 
balance remaining after the cancellation of credits and debits The 


+V\hj IS it that in the East Indies, those nho ship producL to America 
draw on I ondon not on New 'i ork , and whj the New Orleans cotton 
exporter draws on I ondon instead of on bt Petersburfr for tlic cotton 
shipped to Russia A partial cause mipht he found in tlie credit ^'ranted 
by London bankers, and also in the greater reputation of tlie I^ondon 
Houses The priinan cause is to be found in the stupendous and 
never ceasing exports of England’ (Goschen — 1 hcorj of the Eoruern 
Exchanges' 

"A draft on Tjtndon 'vhich is the real rurrenc) of tntet national 
commerce and finance, because money m the real sense Of the word, 
gold or its equivalent, is only to be had, alwaja and without quesPion 
and to any amount in London London s money is not only more 
genuine that is, more undoubtedly convertible than that of any other 
centre, but is also Under normal circumstances both more cheaply and 
easily produced to suit the convenience of the user (Withers — The (Meaning of 
Money) = 


Bills on London (but not on any other centre) arc xmmediatclv and 
unquestionably convertible into gold Again the vast exports of England 
create a vast demand for bills on 1 ondon, and so these bills are always 
more saleable than other bills and on more ad\"intagcous terms So 
business men of all countries prefer to get their payment by bills° on London which 

have thus become the currency of in'ernational commerce Chinese 

merchants exporting silk to America and Amencan merchants ixporling 
cotton to Russia, they all like to have their payments through bills on 
1 ondon, which thus becomes the financial centre of the world 


^ London did not posae^s this position of central importance 

a London’s supremacy ,n this r^pret may 

be challenged perhaps by New York in future, but not yet ^ ^ 
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mjss of int^) Hxilion il p i ’ 7 )unls may be supposed io be re- 
pres'ultj b\ bills o/ exchange 

rite rah of cxch xittge is the rale al ivhtc h Ihe money qf_onei 
cjntnTryj in hi conver I e^'Jnhi ihe money" o/ aurdlier jounh y , and 
procc'is ol coinerTing the money of one country into the money of 
another country is carried out through the purchase and sale of 
foreign bills of exchange 

7 'he rale of e.n/iai/ge depen Is chiefly Mpon Ihe supply of and y 
dtniandfof forcldfrbijlsf What amount of money r\ould an Ame- 
rican importer pay in Ameiacan money (dollars) to get from an 
An.encan exporter a bill for fxooo on London depends upon the 
demand for and the supply of bills on London 

The subject of the Rate of Exchange is to be discussed under 
the three follouing heads 

(a) The par of ixihans^e between two countries and how' 
it IS determined (bj ilit hnuts lo ihe fluctuations in the rate 
of exchange (viz the gold po’uh ) (*) the fluclualtons m Ihe 
rale of i.xcliang-’ within these limits ««</ irt/wr bringing about 
these fluctuations 

> 

(a) The Par of Exchange Premium and Discount 

The word ‘par’ me ans a state of equalitv. 

The rate pX, exchange between two countnes is said to be 
at vivU~pai when the rate is sucliTliat the money of one country 
can be converted into its exact specie eqmvaleiU in the money of 
another country [ ^n English pound sterling contains the same 
'amount of pure gold as in 4 866 American dollars , and so w hen a 
fliooo bill on London sells in America for exactly 4866 dollars 
(1000 X 4866=4866) then exchange between England and Amenca 
IS said to be at mint par ] 

When the total money value of exports from Amenca to Eng- 
land equals the total money value of the imports into America from 
England, then the supply of bills on London will equal the demand 
for bills and exchange will be at par 

Tlic rate of exchange is very rarely at mint par 

When a bill for fxooQ on London sells in Amenca for less thant 
^1000 01 less than 4866 dollars (i e when each pound of bill sellsji 
for less than 4 866 dollars in American money ) then stcrlingl 
exchange on London js said to h e Jielow h ar or al adiscou nl 

8 
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\\ n;n a bill for^^^iooooa London "^etls in Vni'^’Tica. for niorej 
than riooo (i e for mar., lhan 4 S66 dollars in America) sterling 
e'C'n'iga, (i eachangi. cilling for pounds sterling ) on London is 
bald to be /’•r/' or <// n 

(b) Limits to fluctuations in the rates of exchange 

\\ ben the bupjih ot hilL eaceeds the demand, the rate tof 
eachange filL anlulKii thi. demand for ^bilL cacceds tlie siippl} , 
the rate of eachange ribCb 

file rist and / ill in the i ill of exihangt arc ordmartl uulhiti 
vir) lairoa Inn is fix d In the cost of ti ansmi'Diig hulhon 

The onh ob^ct of Ubing paper ( bilK of eachange etc I is to sate 
the cobt of traubporaeg coin from one countrj to '’notlier and so 
MTii ions m the rate ot eachange ( price of paper) cannot eaceed 
tli^ cobt of trinbinitting coin because then it would be cheaper to 
trail lilt com than to uaC paper 

The tvro limits to (luctuatioiib m the rate of eachange arc thus — 
rSpc^-io points or Par lalue plus the co>t of trinsmitting 

po.nt= bpecie late) 

(O') Par value minus the cost of transmuting bpeeie, (minimum 
rate' Ftie spem potiils 01 (raid pout ' au 'Jm'' im,‘x iv Iht title 
of I Xihange at :v/iu h gold Jl > os ft om lOitnii > lo couniri 

The rate of eachange does not ribC ordmanh bciond the maai- 
muiii rale gnen aboic because personb, wlio hate to remit money 
abroad, will find it cheaper to send specie and incur the cost of 
sending specie rather than bu% hilh ai a rate eaccedmg the par 
V alue of eachange b} the cost of sending specie 


* \\ hen the rate of cschinfre i*. at the upper pold point and 1=; equal to the par 
transm.tunff bull, on qold ,b exported and this point is 
called the ipper specie ov gold exfort point 

W hen the rate of exchange is at the loner hmit and duals the par xalne minus 

n Called the 

/o-irr specie point or the gold ;/ fort pcinf 

of 


The cost 
the scale 


on 


The specie points 
arc not npd but 
\a-iahlc 


t^n.m,ttmg specie - a xanable one, x-arpng n,th 

axhich specie is transmitted and \ar\in'- nath 

hSt the "’scrance rate- And" so the 

aho%sor.\ 1 “ exchange, are not 

xUahon!,A"" changing n.th 

\anations m the co-t of carnage 
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Simiiariy the rate of exchange does not ordinarily fall beIo\\ the 
par value of exchange minus the cost of transmitting the specie 
This is because exporters and other persons who have money 
owing to them from abroad will find it cheaper to call for specie 
from their debtors abroad rather than sell their bills at a rate u hich 
falls below the par of exchange by more than the cost of importing 
specie 

When do the rates of exchange pass beyond the specie 
points 9 


Ordinanlj the rates of cxchang-e fluctuate Ijctwecn the specie points 
Under certain circumstances, hottc\cr, the rites of cxchang-e can rise aboie or 
can fall belon the upper and the loner specie points determined bj the cost of 
carrying bullion 

(a) The rate of exchange docs not rice aboic the specie point so long as 
people find no difficultj in getting gold bullion for making pa5mcnts to foreign 
countries If there is a difficulty tn getting gold bidltoo {or ^because the 

banks arc not Milling to gne gold or because the countrj has been drained of its 
gold by an adicrse balance of trade or because the countrj has got a currency 
consisting largely of sil\ cr etc ) then the rate of exchange latll rise abne the 
upper specie point 

(0) T he rite of exchange docs not fill below the specie point as long ns 
bullion IS frcelj imported into a countrj 

Bills in a cnmiti} on foreign eoUutnes rvill fall belo~o specie point 'ehen 
there IS a sudden derjiand for cash in that coiintrv , when there is a monetarj 
stnngencj the holders of bills mil sell these bills at a rate lower than the 
specie point to get the cash which tliej. urgentlj want 

Goschon notes that in iS6l, at the time of the Anicncan Ci\il War, exchange 
a America on England fell far below specie point On account of the war the 
American holders of bills on London were in a panic, thej would not 

wait and thej had to sell their bills at a sacrifice and so exchange fell far 

below specie point 

(c) Fluct uations in the rate_of eyebange 

Willnn Ihe limits of the specie points^ the rale of exchange (ihe 
price of sight bills) varies as the demand for and ihe supply of 
bills 

When the supply of bills un a country _on a foreimi countrj 
(^coeds' therdemand for such bills, the rate of exclniige' lalls belou) 
pjir (it IS said^to be at a discount)- 
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When America exports more commodities to England than she ; 
imports from England, in America the supply of bills on London 
being thus greater than the demand for such bills, the rate of sterling 
exchange (i e exchange calling for pounds sterling m London) 
Will fall below par “^ny other cauae increasing the credits of 
Arnerica mil tend to bring about a fall in exchange 

And when the demand for bills exceeds the supply, the, rate 
of exchange rises above par, (it is said to be at a pi emiunt) When 
the total value of imports into America from England exceeds 
the total value ot the American exports to England, then the 
demand for bills on England will exceed the supplj' of bills on 
England, and so the rale ot exchange will rise above par 

Intel est rates 

The rate of exchange is influenced by the interest rates in 
a countr> and abroad and by the many forces aftectmg interest 
rates 

A rise in the rate of exchange will be moderated to some extent 
if the interest rate in America is higher than the interest rale in 
England Ihe higher interest me in America will induce the 
English creditors to lend their money in Amenca to earn the liigher 
rate of interest, and so the demand in America for foreign exchange 
Oil London will be diminished, and thus the rate of exchange will be 
moderated on London 

In actual fact the rites of foreign cx^hanrres are determined not 
hj! dealings between two countries but between a coiintiy and 
all the countries, with which it has dealings 

t The interpretation of the foreign exchanges -favour 
able' and unfavourable esebange 

4/jw the state of the foreign evchangis depcnls (not upon exports 
and imports of comniodmes only but) on the total a edits and debits 
of a country Hhuliiatious in (he talc of e xthan^e aie at once the 
niccssar} results and the ceriatn inaex of the indebtedness of the 
diffeient countries 

]}Jien the price of bapet payable ibroad \is qiio'ed above 


1 The of cxch-xn-ofor.msalu-xWc index of international indebtedness, nnd 

properh interpreted gin extrem. Ij useful mdications of rates of interest, credit 
and n]rrenC5 condition'- in dilTercnt countries 

Exchanges 

nt ihar peculiarly -^aluabh character ns an unerring mercantile and 
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, t>Sr VI a counirv (1 e, \\hen a given amount of money metal paid 
jn the home countryjjurchases the right ;6f receiving a smalleT 
amovm^t of nioney' inetal m the foreign country) then the i'aiT~of 
T lo he ^ im/avourabl? to the connt^rv ^ -• [ 

T/u rah IS t egardtd by bitstrtess men as uu/avourable because 
such a talc leads to the exportation of bullion from the count) y 
(and liigher interest rates) When paper payable abroad (1 e paper 
drawn on a foreign country) is quoted above par, it means that 
the demand for paper drawn on the foreign country is greater 
than the supply, and this happens when the country has imported 
more from the foreign country than it has exported and so the 
countr) is indebted to the foreign Country, and the country will 
ha^e to export bullion to pay for the excess imports 

(Such a rate is really unfavourable only to the importers in the 
country, because they have to purcliase bills on the foreign 
countr) at the higher rate for making their payments , but it is 
fartoitrablt lo the exporters, as they are able to sell their bills 
to the importers at a higher rate and tlius the exporters make 
Increased profits ) 

{]>) JTlie rate of exchange v said to be favourable' to a 
country ivhen the price of paper payable 'dbidad is qiidted below 
par within the counti v 0 r w'hen a given amount of money 
mcUal offered in the home country will purchase the right to receive 
a larger amount of money metal in the foreign country) ^ ^ 


vionctar\ haronwter ” Tlic fluctuations in rorciRn Eacliantjcs, if propcrlj inter- 
preted, deirl) indicate tlie state of the commercial atmosphere, and also suggc‘;t 
Die course fjj which danger can be axoidcd and panic moderated (Theory of the 
Foreign Fschanges) 

“As an indcN of the general position of trade, the \alue of short bills is tht. 
more important whereas Die rates gi\cn for long paper point mainlj to the 

rate of interest and partiallj to tlie state of credit ” 

riio two terms ‘favourable e\changc’ (with importationof gold)and‘unfa\ou- 
rafde exchange’ (with exportation of gold) are now used accu''att!) enougji from 
the monetarj or banking point of view — liut not from the point of view of the 
country at large An importation of bullion (favour.ablc exchange) is favourable 
to businessmen and bankers for it tends to lower the rate of interest in thcmoncy 
market, and an exportation of bullion (unfavourable exchange) is unfavourable to 
businessmen and bankers for it tends to raise the rate of interest , the old merca- 
ntilist idea that an importation Of bullion is favourable and an exportation of bullion 
IS unfavourable to the country' as a whole— this idea is now entirely exploded and is 
no longer believed in by modern economic writers 
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Such a rate of exchange is reqarded by business run as fax cut - 
able because it leads to an impoi iation of bullion Such a rate results 
uhen the demand far paper drawn on the foreign countrj is less 
than the supply, t e when the connlr) has imported less tlirn it has 
exported, and the countr) will import bullion in exchange for its 
excess exports 

(A ‘faxourable’ rate of exchange is favourable onlj to the 
importers but it is unfaiourable to the exporters ) 

Economists haie criticised the use of these expressions unfavour- 
able and favouriblc exchange, on the ground that business men using 
these expressions seem to be under the influence of the mercantilist 
fallacy that an export of bullion is always inpinoiis to a countr} 
and that an import of bullion isalwaxs beneficial to a countr} 

How the exchanges automatically tend to correct them 
selves ? 

A rise m the rate of exchange on account of a deficiencv in the 
suppl} of hills, tends to correct itself b\ increasing ilic profits of the 
exporters, stimulating exports and thus bringing about an increase 
in_the supply of bills 

Similarh a fall m the rate of exchanct. on account of a diminished 
^^demand for bills, tends to correct itn.ll b} increasing the profits 
of the importers, stimulating imports, and liius hringing about an 
increased demand for bills. 

The co.aectives of the Exchanges 

An intcrpretntion of the Fortifrn I Nchnn"!,.; naturilK lends to the question of 
their correction when nccessarr and disirahle Automatic torrcccion takes time, 
IS not aUsnjs possible, so other steps nlso become nccessarj ^pnin to quote 
Goschen "At all e\ents it must be home in mind tint that which is realK to be 
corrected IS not the actual position of the exchanpes but that state of things 
which has brought it about ” 

(i) W^hen the disturbance in exchange is due to deprceintion of the currency, 
the reform of the depreciated currcncs is the proper corrcctnc 

[\i) When the unfavourable situation in exchange is caused b\ sonic distur 
bance m the balance of trade, or bj rise or fall m the rate of interest— the 
correction lies in the regulation of the rate of discount in the iiionej market 

In England this is done b\ the Bank of England manipulating its bank rate of 
fliscount (Sec , age 120) 
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Th9 Paper Ex chan g-es 

How are ^^e to determine the rate of exchange between England 
and a country with a depreciated paper currency ? The answer is 
simple Exchange payable m a depreciated paper currenci must 
suffer a depreciation equal to that of the paper money itself 

And as the depreciation of paper may be considerable, the 
fluctuations in the rate of exchange as regards such a country n.aj 
be very large and appear to have no limit at all 

The Sliver Exchanges ^ ' " " 

Metallic money also may be aepreciaied Dunng the latter part 
of the 19th century, the value of the silver money fell considerably 
m comparison with gold The result was that claims by gold 
countries to be paid in silver by silver using countnes got depreciated 
in value w'lth the depreciation of silver, and claims by ‘:ilver 
countries (e g China) to be paid m terms ol gold money by gold 
countnes increased in value with the appreciation of gold < 

Now the situat^p has changed, and silver has risen greatly in value 

The Indian ^xch,^g;es_ 

Since t he closin g_of_the Mints, the rupeejs aji^ken com with a 
com value highcj: than its injnnsic^value 

^le jcoin \aUie (or legal value! of a rupee is {it Vs of 

£1') The* artificial par of exchaiigejaetw eon England and India is 
^e I = I <'-4 ^ 

Oidinaiily Indu exports more than she imports, there is an 
excess of expo'-t-. even deducting wdial she must pay as Home 
Charges to England and so the rate of exchange for bills on India is 
ordinarily above par (above if-q^/ for the rupee! V)^hen^^xports fall; 
off on account of a famine in India or other ^causes, then the rate ofi 
exchange falls! and if the exports fall off greatly, it may fall below par/ 

primarily, the gold import point in India is ts - y 

The Secretaiy of State _ for India_ sells in ^England abour\ 
/ 16)^00,600* (or'naore) wofOi of Kills on India annually to get pai- ^ 
meiiF for* his Home Charges, and by diminishing and when 1 
necessary by' stopping the sale of liis Council Bills he can do much to 1 
beep up tlie price of bills (or in other words the rale of exchange ) I 

The War and Foreign Exchanges 

'the present worlJ war has been specially nch and fruitful in matters nlatin^r 
to foreign exchange, and economic thcort on tins subject has stood the ted 
re markabh well ' 
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DilTerent courses of action are open to the banks for the protec- 
tion of the gold reserve 

The test cou rse is io raise I he bank rglt Raising the bank 
rate has 

( a) an immediate effect 

(b) an uUiniate effect 

I (o) ImuitdialjJy checks lhe^d^iiiby_mqkp!jrjh^ discount oj 
tills i,oPi_ — maturing bills instead of being jiiscounted and thus 
'3faTring'’gold out of the country are retained in the country on 
accoyint of the increased cost of discounting And^ th e tjiistvg\ 
o/^the ^ bank ^raJe attracts gala /rom foreign countries because a 
country inth a high bank rate is a profitable market for investment 
specially of short loans 

(b) fJltunalely the high bank rate tends to i eviove the cause of 
the export of bullion The cause of the export of bullion is that 
the imports exceed the exports 

Now a high bank rate discourages borrowing orf the part of 
merchants and manufacturero o n. account .of_tbe^uci:easecLxost_of 
oorroiv^ and so w hen the be nk rate ii high there is less money 
circuliifT^ within the country and therefore the pnees within (he 
country' fall When the prices in a country are low, foreign 
countnes will buy more in that country and will sell less to that 
country' In this way the fall in prices will increase its exports, and will 
diminish us imports, — and thus the excess of imports over e'xports, 
vhich was the cause of exportation of gold bullion will disappear 


A nsc in the rate brincfs about a depreciation of commercial paper and of 
stock e\chang'c securities nithin a country, and leads to large purchases of this 
paper and these securities bt foreign bankers and capitalists and this makes the 
country the creditor of foreign countries to the e\tent of these purchases , and 
this helps to remove the indebteont -vS of the countrj which is the cause of the 


exportation of bullion 




Protection 


Restrictions on international trade have been imposed by nations 
from very early times at different times and places These have 
been imposed with different objects in view 

In modern times many nations regulate international commerce 
with the object of weakening foreign competition with domestic 
industnes by such regulations and protecting and developing in that 
way domestic industnes Such a ^policy_,is_ called, the folici_ of 
/»r(?/e£-/ip«_and^the_theory 'underlying it is known as the doctrine of 
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protection ^Generally protection seeks to epcourage domestic 
i^ustri^ against foreign competition by taxing imported foreign 
commodities nhich compete Mith domestic industries These taxes 
are'caiIe3”/^/'ic/ia^ and collcetivel) the) form a ‘protective 

tan(f’ ^Protectionists sometimes protect domestic industries not 
only b) taxang competing foreign commodities but also in some 
cases by granting bounties to domestic producers ) 

Free trad e 

As opposed to the polic) of protection we haxe the policy of 
free trade no. ion is finJ to hove fret trade when it dots not 
impose ane test! u i ns n^/on its ttlet national trade •In/hlde objict 
'of pioteclin^ i‘S m I us > u c ii^omst /oret"n iompet itTon A free trade 
country nia) inipos taxes u[ion foreign imports lor the purpose 
of getting a rc\ L.nue, but such tixcs are not intended to protect 
domestic industries ( taxes imposed upon loreign commodities for 
revenue purposes arc colleciixel) said to form a ‘tariff for levenne' 
as opposed to a ‘proiectiv- tonff' ) 

Arguments for protection 

I Some arguments in favour ot protection 

1) Economic arguments 

Some protectionists declare that tntn notional 'rode is economic 
ivot/are betioeen nations and that free trade between nations w Inch 
are industrially strong and n itions which are economical!) undeve- 
loped will lead to the enrichment of the stronger nation and to 
the destruction of the weak, bo protection is necessar) in the 
iiiierest of the weaker nations " 

(This argument is not a xalid one because no nation is inferior 
to other nations in all branches of production ) 

Some popular ant'iments in favour of proUchon are^ihe 
/ojlounng — 

(2) The home maiket argument 

Foreign markets are distant and precarious, Urey may be cut 
off by wars or by changes in the tariff pohc) of foreign goxernments 
while the home-market is steadier, more secure and near at hand 
It IS therefore desirable that the steadi home-market should be 
secured to domestic producers b) a policy of protection 

Some protectionists maintain that free-trade makes the, distribution 
of labour and capital within a countr) subiect to the control of the 
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foreign country to which it exports its goods The foreign country 
will by protection and other means develop within its territories 
those industries w Inch are conducive to the physical, mental and 
moral welfare of the nation, leaving to the other countr>' tlie less 
desirableundustries 

The home-market argument is one of the earliest protectionist 
arguments and it is still in use in the United Sfates 

(3) Th e employment arg ument (or m ake -wo rk argiment) 

Protection -creates new- domestic industries in a country by 
^shutting out foreign competition and thus provides^more employ- 
ment for labour and capital 

(This argument is not a strong one WJien there are less imports 
on account of protection there will be also less exports The expor- 
ting industries will thus suffer and there will be less employment 
in them 

4) The wages argument in the United Slates 

The protectionist argument most popular among the labouring 
classes in the United States for the last half centur)’ is that 
/a 7 ses zaa^es or keeps them high High protective duties on foreign 
goods shut out the cheap foreign commodities made by cheap 
foreign labour, and make possible high prices for domestic goods and 
thus enable business men 10 pay high wages to labour 

(Ihis argument IS also not a valid one Wages in the United 
States are high even in those industries which are not protected , 
the jiigh wages are due mainl} to the high productivity of labour 
and abundant natural resources 

Of course in some of the protected industries, wages are kept up 
artificially by protection , but free traders maintain that under free 
trade labourers engaged in tliese industries will be able to find as 
well paid employment in other industries more suited to the 
country ) 

(6) The equalization of cost argument 

Ihis was the latest form of the protectionist argument m 
America before the present war 

The protectionists declare that the American labourer receues 
higher wages, and so the cost of production for commodities in 
America is higher than in Europe , and to protect American labour 
and industry, taxes should be levied on torcign commodities so as to 
equalise domestic and foreign costs 
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(Of course this argument has some good points 
But ho\<' to calculate costs ? Again costs may be different iii 
different foreign countrieb Again if cost “plus a reasonable profit" 
for the business nu n is asked for— that would mean a high and 
injunous form of protection ) 

The arguments in fai our of protection, m I nch we liave already 
discussed, do not make out a good case for protection and do not 
justify it-> introduction There are other arguments in favour of 
protection some of which possess considerable elements of strength 

(6) The infant industry argument for India and other 
backward countiies 

The strons^est e<.on>mt» a> e,timeni in favour of froleclton is the 
infant inJnstn argument 

Infant industries (including unborn infants) should be protected 
during their infancy from foreicn competition and thus 1 elped^ to 
grow tip to maturity 

A. country which wants to start a new industry has to meet 
certun initial dijficultus regarding labour, capitil and organization 
u has to train the labour force in that industry and it will haic to 
attract capital and organization to the new industry started and in 
oiercommg these initial difficulties the country will be helped by 
a policy of /ewpfiru-i pro'edton for the infant industry When 
these infant mdustnes have grown up and are in a position to 
compete successfully with foreign industries as regards the prices 
and qualities of goods the'n only protection sliould be withdrawn 
and free trade should be established Protedio/i is used as a 
icnilioiar) cxpedlen' and the iHimate goal is fieiliade 

'I he teinporan^ loss from proteclmu n tomptiisaled In' the 
iiUiniaU gam in the shape of the eslabltshmcnl of new industries 
(and according to List, increase of producuvo power) 

Wffien the infant industry has grown to maturity, then competition 
between domestic produceis will tower the puces foi consumers 

The theoretical validitt of this argument has been admitted by 
almost all economists Its truth was recognised by J S IMill, one 
of the staunchest and sanest advocates of free trade m his classical 
passage on this subject 

[This argument was first advanced in United States m the earlv 
part of the nineteenth century and it was earned from the United 
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States to German} by Friedrich List, its Lest known ad\ocate 
German) and the United States have now large and flourishing 
manufactures and so they no longer rely on the infant industry 
argument— they In\e now other arguments for protection For 
Lidia, with her undeveloped manufactures, this argument is largely 
used ] ' 

and oilier ad\ocatcs of nurturing protection hold that protectne 
duties for this pu'pose should be (a) moderate, (b) on manufactured commodities 
onlj and not on airnciillural commodities or ran malcnals and (c) should he 
temponrj The dunes should be moderate because an industrj realij suited to 
the coiintrj ' ould not require hcae-j protection And he holds that in the 
rmnuinctiinnt; industries onlj there is a chance of bringing about the establish- 
ment of nei Industries b\ a judicious policj of temporarj protection 

Taussig points out that there are instances in w hich nev\ industries ha\e been 
successftilh e-slablislicd in a countr) not onij b\ moderate duties but also b3 bcaij 
protcctne duties and an illustration IS supplied bj the silk manufacture in the 
United States 

The infant industry arfiunient talcs (n) a special, (t>] a wore general 
form 

la) f 1 n its special form, it advocates temporary protection for specially 
selected industries which arc spcciallj suited to a country hcciuse of the cMstence 
there of an abundant supply of raw materials or because of the aptitudes or 
necessities of the people 

(b) List has advocated however a more gtniral form t of the infant 
industiy argument According to him countnes pass definite stages 

in the history of their industrial development and protection is necessary to enable 
a country to pass from an agricultural stage to the manufacturing stage 


+ “The only case in which, on mere principles of political economy, protecting 
duties can be defensible, is when they arc imposed temporarily fspecialh in a 
young and rising nation) of naturahssing a foretgte industry, in itself 

perfectly stii table to the ciraemstanccs of the country But the protection 
should he confined to cases in which there is good ground of assurance that the 
industry which it fosters will after a time be able to dispense vvhh it” (Mill — 
Principles) 

t “Finally , litstor\ teaches us Iio-v nations may and must modify their 
s\ stems according to the measure of their anm progress in the first stage, 
adopting free trade with more advanced nations as a means of raising themselves 
from a state of barbarism, and of making advances in agriculture in the second 
promoting the growth of manufactures, fisheries, navigation, and foreign 
trade by means of commercial restticltous , and in the last stage after leaching 
the highest degree of wealth and power by gradually reverting to the jirinciple 
of free trade and of unrestricted competition in the home as well as foreign 
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Dur ng this stage of transitioi from thi agrtcitUiirnl to the agnciilti&e and 

manufacturing stage, protection IS necessarj for almost all the industncs to the 

countrj When the countr\ has full} attained a great degree of industrial deielop 
ment, then protection should be remoeed and a pollC^ of free trade should 
be established 

In the agricultural stage a counter benefiLs bj haring free trade, and also it 
requires tree trade rrhen its manufactures hare grorrn up A policj of temporarj 
protection is rr anted onlr during the stage ol transition to start nerr industries in 
the countr} and to protect them from being orenrhclmid in their infant stage b) 
unrestricted competition of the dereloped industries of foruign countries 

A criticism of the infant industrr argument br free traders pointing out its 
practical litficultits is giren later on j 

(7) Ths argument from vested interests [Protection is also 
advocated for industries rrhich are no longer infants on the ground that foreign 
competition uill ruin these industries T his is an argument for the protection of 
the rested interests of capital and labour Fi\ed capital is immobile and also to 
some extent manr kinds of labour , and the loss due to protection is to be borne 
to aroid a great loss to the capital and labour engaged in these industries 

(The argument applies onlj to exceptional cases and under exceptional 
circumstances and it should not he used as a general protectionist argument 
b\ anj progrcssire communitj ) 

This may be a consideration not for suiidtnli abandoning protection, but it is 
no argument for the introduction of protection 

(8) t Protection for agriculture id Geimany 

In German), France and other European countries before the 
present nar, protection was demanded and obtained for agriculture 
against imported agricultural products troni the United States etc 

German protectionism was partlv economic, partlj political 
and social “The maintenance of a capable German agriculture 
means the maintengnce of the German people non and for the 
future” (See page 128' 

The chief economic argument was that German evports of 
manufactures to foreign c >untnes in return for imports of food and 
raw matcnals could not continue for ever , sooner or later the forei'm 
countries nath increasing population and manufactures nould re- 
tiuire all their own food and raw materials Therefore German) 
must depend on herself and must protect German agriculture 


'1 I tnawifarturcvs and merchants maj be 

b^b-T To n '"‘I retain the snpremacx xxhich 

Chap ^ rconomi, Book 


i: I or the “Agrarund Industne Staat ’ controxersx 
(Principle^) and Ashley (Modern Tariff History) ^ 


Germany sec Taussig 
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(fl) The dumpin? argn ment - 

Dumped goods disturb the industries of the countrj into ulnch 
the\ are dumped and such a countiy Mould under certain circum- 
stances be instilled in pre\enting its industries from being disturbed 
b} the unfair competition ol dumped goods 

(10) Coi^rvatioii of vaiural resources This is often to the 
uU.inate gam or"lhe~ country, and reasonable protection for this 
purpose is a reasonable polic) 

(11) Protectionists ha\e held that iuslovts duties on fuieign 
goods die the best kind of taxes as they are paid bj foreigners and 
these duties at the s^nie lime protect domestic industries from 
foreign competition 

(Customs duties which are high enough to shut off foreign com- 
petition Mill protect domestic industries but there Mill be no revenue 
for the Government as foreign commodities Mill not be coming in 
So Me see that effective protect ton and turtle revenue /or the Govern- 
ment do not go togeHiei 

Also It must be remembered that customs duties are not ahvaj s 
paid by the foreigners^ they are very generally shifted by the 
foreigneis i.holl) or partly to the shoulders of the domestic 
consumers ) 

II Nor.-Sc^onqmic argfuments in favour of pro eetion 

A country may not find protection necessary from an economic 
standpoint Protection may even injure the economic interests 
of the country ' but the policy of protection should be adopted if 
political gainsT {nalionat stiengih, national self sufficiency vt wai time 
etc) and other non tconffnlicgains (social development and pt ogress) 
from such a policy outMeigh the economic disadvantages of 
protection 


+ TliL classical passage on this point is fliat of Adam Smith and it is \cry 
frcquentlj quotifd 

Referring' to the political importance of the N.'a\igation Act for the narj and 
national defence of England, Adam SmRh remarks ‘ As defence, tioivevrr, is of 
much more importance than opulence, the act of navigation is, perhaps, the 
nisest of all the commercial regulations of England” (1 he ^\ calth of Nations — 
Book IV, Chapter 111) 
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(i) An nrgument uhich has found some measure of support is 
this -protection promoter nationalism Protection against foreign 
competition binds the different parts of a countr) by common 
economic interests and thus strengthens national feeling among the 
people 

(This argument is not a decisive one, nationalism can be 
promoted in other and b> better i\a}s than by protection ) 

(3) A nation snould be independent of other nations as regards 
the supplies ol military materials e g , cannons, 
J^tection rifles, ammunition, etc , for foreign supplies may 

ncccs^n tor «ar be absolutel) Cut off or largelj interrupted by 
_in us ncs wars and so industries for the manufacture 

of miternls should be established and mam 
tamed b} protection if required 


(3) Diversification of industry argument. Diversi- 
fication of industries to be brought about by protection has been 
advocated on (.1) Social grounds Varutt 0/ occupations makes 
possible the all-round developmmt ,J the physical and mental 

faculties of a people, xthcrngfisdoonxi rich, intense, organized and 
progressive social life ° 


„ necessary for 

national industrial selfsuffieieiicv during times of soar (a) \ 

nation weak m agriculture, and dependent upon food supplies from 
fore m counmes [b) Or a nai.on having one or two chief industn^ 

and dep^ding upon foreign markets for the sale of the producS- 
SllffSmmhh "ars from foreign couStnerwiU 

reduced bj diversificadon'^M 

(Protection for atrnculturc has I)Lcn nd\i>nf, a n- i j 

It would make Fngland less dependent uoon f ground that 

Germanj before the war, protection^ acnculture ^”PPh>-s of food In 

tcctionists, partlv on the same erround and oarth b^r P''°' 

a^cultural population would 1,,. b,. ter iml.r.r^ ^ ‘’’““ght that an 

manufacturing population ' social matcnal than a 

a he last European war has shown that i . 

safetj of the countrj include not onK '"'^ustnes indispensable for the 

also manj other industries whirl, heln d.r and production of food, hut 

equip and keep in a state of general cfTi^ncv !n'll to feed, clothe, 
e'crj occupation helps to some extent ,n ‘""f "i arms Almost 

scheme of protection has thus become necessf "f 'defence, a verj extended 
deprned of forcifrn supphe-s b\ e qreat war countries which will he 
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fill. ~’ri nfrth of llu". nru-uiiunt for piotrction comes from the |)rcsent stitc 
01 ipleimlion il relations ) 

A) riofcssor lAfle-n nigius ‘hit jy'^lecUon helps to promote 
a hiiihtT ctiijisiunn spernllv m djnannc (1 c profpressne ) sOLiJtics 
Tike t!i„ United States t\uh e\tensue natural resourceb 

Proteetion is thus much more than a mere economic e\pe- 
dtenl It Is an agcncN anti 1 \akuble autney for the development 
ot 1 highi r euihsation Prof Patten is howei 1 r too subtle for the 
uernee unn, and his aroiiuKiit is taken is a form of the wages 
argument, (See the cquali/ition of cost argument ) 

Atg n monts of a dvocates offioe trade - ’ 

Among reonomisls, cspecnlh in England and \menca, free 
traders are a powerlul pirt), though the doeinne has lost a con- 
siderable amount of Us hold upon practical poliPcians and upon 
the mass of the people 

I he irgumenls whith are idvanced m favour of free trade are 
not all eijuallv strong indeed some ol them are almost as foolish 
as the weal I St argun.enis m the armouiy of the cruder protec- 
tionists 

A c begin with the retutaliofi of these weak and unscientific 
arguments and then we shall considei the really strong arguments 
m laio'r of free trade 


1 Some unsatisfacfcoi y I?rce Trade arguments 


(ni I litre ire 

I’roteelion violitc 
natural nel'ts 


somi free Iriclers who declare that proicctnc duties 
\iolate tilt natural npht of a man to buj and sell 
where lit pleaats and so frtc trade should be 
established 


Now this argument from n itui al rKfhts is ahsoIuttU untenable because no 
such inturil nahts i Mst Tlie aucslion is to whether a country is to 
follow frei trade or jiroteetuin is not to he decided b", a reference to imafpnart 
natural rights hut from (lie --latulpomt of the general welfare of the whole 
coiinlr) 


Urot( ction 
socialistic 

tapteous to a 
hesitation 


uncritical 
followed 
me ms 
howc\er 
not bj 
eommunity it 


(/i) r< riain 

IS 


fiet tradirs maintain that free trade should be 
and protection avoided because protection 
soiialijn The word socialism should not 
frighten us, we should be ruled bj facts and 
words When protectionism is really advan- 
should be adopted without the least measure of 


a 
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II ^Tho 1 onl ca>t! for froo trade 

rhc ! tally sltons: at 'ncnU for free tri S i z !h n' '< / h \ t ' a 
(a) that frtc tratir lonfttK posttrat ,i i inizt^'ts on a coti ir) 
(bj that pt otLC'ioii tines n >' ni actual Jut realise the bitufi ,/■' 
objects which it attempts to acconiplish;or th i thts^ ohjoi ts mat "be 
realised b} means otlmr than prolLLiiun ( ) mat p’tlt v a 
rnjujes iiational iuhrzs's in certain respu is nid >o the aduptloii *ol 
free trade is tlie onl) alternatue 


(a) positive advantages losulting from fi oo ti ado 


The general argument in Iviour ol lui trade follows from 
the principle of duision of labour, tree iruk i n ibles each coiintn 
to devote its capital and labour to thosi. imiusiru s for wliieh it has 
the greatest natural idv images ami ilu b, ,i .piiiudes md so each 
nation attains a maxitniui’ mdusiri il cfiuieiui and the industriil 
efficienc) of the world as a whole is thus gr. uh nureistd I Imse 
nations trading with one another all beiielu i,>nc iiiotlu r b\ Ihi ir 
mutual exchanges though in an une-pnl .h^re. ^ 

(b) Protection does not loahso its aims 


(i) The idea that proteeiioii proiee's lui n r and raises wa^es 
has been subieete 1 to ixamination md ins bt^n 
Protection docs refuted High w mes are ilue ", p, rsii. ,,, i,, t, 
n.. »B,u,nc) „t hWur ,„,1 V.> T Sc, L " f 

2:"beucr ■' I'-'Srriouid 

rctlier ,ha„ the „r lal.our 


(=) The View that protection 
revenue for the government and 
industries is not well founded 


secures at the same time large 
also proieetion for domestic 


(3) Criticism of the inf ml industry argument 

J^ree traJeis admit that theorzti, ,;ix tli , r . 
ment is a strong one, advocatm-r as cmo. mdustrv argu 

shape of increased prices for temporarv loss m the 

larger ult.mate gam “ fS “hir’V' ■''= ^>1= of a 

industnesin the countrv , but ihpv rlrv, ^ establishment of new 
objeettens against the infant mduslr^ arernmenr pr actual 

(i) These infant indiistnes nexor Zr.. 
infants When some of the mdusino^i alwa\s remain 

inaustries by protection have actually 
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grow n up and become strong enough to fight against foreign com- 
petition even then they would saj that they have not grown up and 
they would clamour for the continuance of protection It is 
diffi cult to wuthdraw protection once given and temporary pt ote^Fioii 
tetui^o become mo! less pet niaiienl 

(11) Temporary protection under the infant industry argument 
IS properly given w hen It IS given to teally sn. table uiditsir'es and 
given /or a fixed pu tod (and not indefinitely) and when the ultimate 
gam would be large enough to outweigh the temporary loss due to 
protection 

In actual practice, however all these considerations are not 
carefully borne in mind by a Government granting protection and 
so the losses from protection are often greater than the gams 

(c) Protection produces certain senoti;^ evilj^ and this 
makes the adoption of free trade necessary and desiralile^" 

The evils of protection jire_the following — 

1 Bconortuo evjils 

(i) Protection in- a country diverts^ labour and capita! from 
those industries which are naturall}', more pro- 
Production made ductne to the artificially protected industries 

less efficient bj It thus reduces the indusiriai efficiency^ of the 
protection nation apd makes it less productive than it would 

be under a system of free trade 

(11) Again ifji^teclive duties are levied upon the raw materials 
for manufaclm.es, upon , machinery and other equipment for indus- 
tnal enterprises, then the_home industnes will be heavil} liandi- 
c^edin their competition with foreign industries 

(ill) It has been ascertained that protection fosters the 
oTowth of monopolies and trusts by shutting out foreign competition 
° Indeed tl_lias been said that the protective Janfi 

Protection fosters " 0/ Jr tests At least this much is 

monopohu5 and true that if there had been no protection then 

trusts international competition w ould have been a \ erj 

effective instrument to use against the trust and 
to reduce its pow_crs for evil , 
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BusinLsss enter 
pnsc nnd industrial 
progress eljcUcn 
ed 


fiv) Protection b\ weakening or removing altogether foreign 
competition slackens the spint of industrial jirogress among home 
producers, tends to make them less energetic and 
enterprising This is a great danger 
specially in a conservative countr) like 
India where the enterprisers are gencrall} timid 
rnd unenterprising and unwilling to introduce 
quickl) modern improvements in methoiL of production and 
business organvation 

(\) The import duties, under a svctsiii ol protection, raise 
the price ol imported commodities and aKo the prices of correspond- 
Cuii'-umer- culler '”8 ‘^°'’''n'odities manulactui ed w ithin the country, 

die _ loss to coi Mill ers in the shape of 
increased prices is much greater than the ruVeiiue rcahrcd bv the 
government 

(Ibis IS an important consideration in India where millions and 
millions of consumers are in wretched lovcit) and on the brink of 
starvation) 

{^^il Frojn Ilie siaiidiiovii 0/ ui.itu,i,n protection is uniust 
It enriches producers whe are ncli at the csjxnsc of consumers, a 
^eat majority of whom are poor 

(Ihis IS also an iniporuant consid^,ration in India ) 

(vii) Fiom Die eomij/irdiil r>nin> i , 

undesirable A policy ot proiectaCi lirmp( -ihn */ Protection i 
imports and this will bnng about a reduction m ^ ^ reduction tn 
mdustries will suffer ^ reduction in exports so the export 

b, ''P”' be 'nj«ed 

II _^on Bcbnomic Evils 

industnes controlling enormous an™ ^ ^ 

legislators to retain the exisunn ^nionni^nf ? 

It ” °f protection or to increase 

1 

and have been known mkad'\o°vv^'^'^’^^^^ international relations 
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roii'ur\ Ii-vs u^- Oi\n {)roi)lun-. ol international trade 

I'roltU.un Is n I re-", r\ in Imli i lor soiiu industries bin only mtli 
snfnci' m pr^i ur.ons ind suuablu instruments For Imlii, the 
tnr^v lo's ID cuiisunu rs the (jursuon as rcuards the distribution of' 

dth tile eonse r\ Uisui ol the Indian jKopIe, the danger of political 
tnd comnicrcnl unnu)nlu\ hue to lie weighed against an) possible 
adMnta_es from piot ( tiun j^he Indun govern nent is lairl) 

I filriei , hut It Is bnierurrmc not responsible lo Indian public 
opinion not siuFeienth bu-iiiv sslike tnd it is conirolied b) theDiitish 
deinorraev at home — ind as u present constituted, this government 
I- not the fitit St iiisirument tor intio hieing proteciion seeciall) when 
the (picst'on Is betwei n Imiiin and Enghsii industries 

Dumping Rctuhation Reciprocity 

I'or (Imnpin" "'ll,! ta, dif i ri it kitul- of (3nin|i\ng sci I’nrt I Hook kourllv 
Cinjit' r ! H pa^'e 3sj 

1 luU r inndi rn roiv mn' ol iiiiJu Ir) , piodiiccrs often find il desirable to Sell 
tlio surplus 'tori in foil i^n rminii II s at isrcssneli loi prices tliiis I ec p nfi up 
pi It I in tilt dotiii tic in irl 1 1 \ hen it is their chief marl et 

r'lt tt't' ) lullin'- J-oiu i/umpi / scotch 

'some I riter^ inaint lui lint tin foreign rouiitrj in whicli the ^oods are dunipid 
IS lient fill i! than citlirrnise 

The corsUmer ol tin eoiinlre Ret diimpeil arlirles at cheap pruis and 
imiiiifacliin r r ill Ret tin ir raw mateiials rlmap if llimc arc dumped into the 
t ountrj 

i he continental countries " Inch diinipi d hountj fed euRiir into Cnijland at 
e ireiiiil) low rates t nalili d I i rIivIi consumers to Ret their sugnr for almost ncet 
lo nothin^ 


11 hei dumjniii; injure ' Frit tiion ni^'fiiiisi d tiufintr 

I nder othci circumst inccs diimi»inR is injurious to (he country to iihicli the 
dumpi d Roods an sent Roesi i \ ants to di \eIop her iron industncs, slic wants 
to mal c 111 r o\ 0 rail-. And the dumpiiiR of cheap German rails into Russia hill 
he )ire\( nti d b ' Ru-sia in the inti rest of lur o\ n indiistrj 

Rroiition a/ainst diimiiinR is thus desirable under certain arcumstances 
1 hi IS an important jirotcctionist arRunient 

ihc prncliral difTictiU ICS \n emnerUon with the prcecntion of dumping are 
howeier considerable 


Ecciprocity or Pair Trade 

This IS to be distinRiushi d from Tree Trade AccordinR to the strict principles 
of I rec I rade, a countrt should allow the imports frojn a foreign countrj to come 
in frcelj cicn if the foreiRn country lc\ies protective duties against that country 

1 
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1 hr aihocatcs ot I air 1 ridt. (*'s op]>o cd tn Prt i FndO fnainintr tl it i policv 
of 1 rtc 1 ndc he idnjitf d iii the tnde uith I rt i I ridf k inintnc* ind that 

against protoctioni-^t coiintrusi [>rot(.t.tioni‘'t {iolir\ luntld In l^lloufd Jhtie 
should be r^.CIprocll^ iti tin matter of tridi (In an wt r to tins, fruv lrati< r^' p( int 
out tint if 1 free trade countn in ‘'pite of prolertut ti\(s ktitd b\ other nation'- 
on her f^''ood^ can j,et tlu ^oods of otiicr cfMintr\ in t \i han;^t f( - lit r c*\ n j^ood*' at 
Ic^^s co-'t thainsiiL touldtnakc fToods Iil c tlu m !<*r In t til it in ht r uiti. io>* to 
do so ) 

Retniiaoion 


1 he ad\ Oeatt s of Rt tahalion rt ro 4 ni*-e tlu uK 1 1 t ■> ot I rr e 1 1 atU I In ) 
look uj)on 1 rtL 1 rade as the idlimate a 1 anti th \ s ipport ir di t lon a^' a 
temporara p(>br\ lAtfmp(Itiireif,n nit itsi» itii tii\ts(inijii[int liomtho 
home rotintr\ ind thus hrin.^ aboit Ire I r uli 

As bonn as th. f(>r(ii,n loiintncs li u. I 1, l.r 1.^1 t , i' ic alnti. n u.nilil h. 
d.oapcd and lliL pulirv of I rcL ln<!. I o ild 1 , . i ,, I ,i 


Rctalntion 1, as been support, d l.v t \d ..n s„.„h „ po\ eifulb supper 

ted uj some modern economists inelui iiv <ius| u s, |,m .). r 


.-bjectionB ngain-t r polu y of Rr-tph-ition 


(l) Opponents of snintior ( I mt . 1 1 it I „ ,|| 

hue frencnih failed to produee thi d, Mi,d .it . 

1-; Kcfilntion im\ proto' i eountii itilnt. o , 
cron, niic narfare 


rt a tors (/ retiliation 
thus It ill to I ndles 


(.s) If IS difiicult to adopt tnr isur, 
n foreign eountn in such a « u as to 
home countr) Restrictions ousmh foi< 
forcijrn countries will also „enerall\ I. 
these imiiorts in the home eountr) 

It IS to be carefullj reme nb r. d 
0 ;t/\ from the pent o/ - 
succceJ. in brinj^me- obout fr i trade 
aw a\ 


* ' I H' 11 iL. iin t *hL iratU 
t 1 o (, pt iidm:: injur\ li thi 
will ( rjou I\ uipir* the 
’ t * ^ \ In the pur< h^-cr^ of 

f ti j /: ^ //I f7r fit'i 

' ' * "-m rt e ju| tirh tf it 

' ^ r(nipliti.h tlirnwn 


TaiiQ Eefoim moveuiont it, tho Uuiiecl Kiugdom 

lirj 


The English ttriff of duties at r.r s i > 
tinff Enghnd follows a poles o VrV 7 ^ 

countries India also follows aim 
colonies are attached .o a strict puhej It 'U't^cT.ot, 


\“Tluri 1 ! a\ br iTood police „ , , ~~ 

proleabibtj that the 3 \ iH procure tin r \ when there is a 

complained of Adam Smith ims im IS l"Ch duties nr (irohibilions 

retaliations are t.kcb to produ. e\uch an ‘o judf,e w hethe r such 

to the science of a lepslator as to tin el .n '’done- si, much 

O garb called a statesman or politician m '"'•'dimis and crifte animal 

^ 1 moan -ni,c\\ealth ot Nations Bool n) 
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In the United Kingdom, even before the last war there was 
an important movement tor the reform of the tariff 

T.ariff Reform is to be in the direction of protection against for- 
eign coiintiies, the United Kingdom continuing largely to follow 
Its Free Tiade policy towards the colonies and other countries 
within the EmpIr^. 

Tmpenal preference and the reform of the Taiifi: ^ 

The tariff reform movement wants to encourage trade within 
the empire, trade between the motlier country and the colonies and 
the dependencies, and it wants to protect the empire from the com- 
petition of foreign countries by levying higher duties upon foreign 
products than upon products produced within the empire 

(t) England is to lew lower duties upon food stuffs (wFeat, 
meat etc j and raw mateiials coming fiom tue colonies and to levy 
highei duties upon foreign food-stuffs and raw materials 

(2) For this picfercnce shown to then food-stuffs and raw 
materials, the colonies are to grant prelerence to the manufactures 
of the mother countr} by taxing them at a lower rate than foreign 
manutacturcs The inclusion of India within the scheme of pre- 
feience has been advocated 

I - Advantages ex pe 'td fioni ike i efvrm 0/ (he iai tjf and the 
tstxhlishiiunl of i/apei 1 rl fa e/trcn e 

The adioca of impeiirl pieference expect the following 
advantages 

(,i) The closer economie connection brought about by their 
commeicial union would streiuthen the political tics between the 
colonies and the mother coimli) and it would make for the greater 
solidarity of the empire 1 his is a very important political advan 
lagL (2,) the mothei country at present depends to a large extent 
for hei upon imports from the United States and other 

foieign couniiics , and liicse imports maj be cut off hj wars m which 
these cou tries mav bt engaged even it England is not invoked Ihis 
tetrible danger from tlie political stand-point may be aioided by 
a grc<ir( r dependence upon colonial food and the encouragement 
of lood production in the colonies b} a policj of preference Food 
production in the United Kingdbm also maj be encouraged 
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li J egai <h t’ta’t i/iH iii‘ }ii{u'.' jij ! ’ "• a ^ ' no' •'•m ) (0 

(^tin iiittt.it bcciusc lilt- colon) il )ii ir) 1 I lor m imil icturcs 1 “^ 
conip'iriili'v ^iiiiU 11 1 ii-toloD ^ ir n o) -,uc iii> \(*j 

bub^unuil iiulcflccn^ pr^lcrcocw 

'I !ic I 11 .i (III! t)i pri I ( r I m t - 1 lo \ n lo Im ir td > 

m'llcD'ilb imi tood lUifN 

J ht obici t oi tin, iihoci t 01 ilii'' poi > \ i> i’> it linu-.') 
Enipiic t.iiould be cl inoiiicilu ii dept n b 1 't th« '^'t ' t the 
\ odd. md also should lcl ire iti- \' )m' \l i \ in' '-ls \sba h vlo ltd 
rcbuL from iiich ecu loni c in Icpi nden* i 


Cr"ti,i<i,n 0 ' h ! I \ 'j < ' ,a! {ll/cl It t 

(i) The Unilc 1 Ivinidu n n (jt n llritiiii inn I’^dand' 

w ill ln\ c to ni ike gre u ccoiioti. < ' a .tici t undi r -.tu i i poliLi 


(17) Ji’ ports 

Hi'Jiher Utcs on Inrcun i 
Mould tncte'isc the co^i oi ihi 
their iale in lorci'^n nnrk^i' 
than on colonnl food 'Uiil «< f 
the Entisli people 

(f/) ^\jiOlts 


11 r iK n II or i il niio 15 " t nn 
1 u UIK' nid would cur all 
il_i rt,\. n I lOle’Jl too'! stub' 
n o i- til, pr Cc of lood lor 


Foreign coumriv-s il-,u \ 
igainbt British product-. , \ 1 


' 111 ' In InCe'-- 1.1 pr > eCtl'lU 
1 In til, I 


All Itj iiti y( ^1 1 }' ,4 
able lo offet to Jiitlutn at 


> >]i ' 1 , 

^ t h VI I (li 


{2) So the question Uirn ^ pohtK d ads am , l-. '^ume 
cruics dens the real and o • , loiial c mi iciur ol ihL.',- imluical 

.adsantages Prof. MarsJull 1 .iecliRd ‘ \s it k Uk sell- mes 
^Ppi-'if t;o me hkel> to hr ud lire ol di-- qipomt iiciit ind frii tion 
betsieeii England and her i oIouki, o! r.nnd mil an<l tin true 
spirit ot Imperial unit) 


ConcIuBion 


Jf^ the poll 'U(tl Miitat tact ' 
Ditlixtetch Ihe ecnin mic sa t 


'fut a ,/ itus', , i ,^4 ,f , 
policy of fttfciiiei tt/ittld 


uitJcC'Ciari I DC. cciltll line Sa t 1 / , ,1 J . r 

be a, lop ea , and it is on thib~wound "that a'noim/ o7 nVVe 

adsocated b)' the sanest ads ocates of impcna! pn-ferciice 
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'Tiie great war in wnieh tn. British people was engigcd recently 
supported i)y the lo)allv and enthusiasm of the colonies has 
increase 1 in some qu alters llae desne for clos^i nonomic 
and pahlicil connection b_iween the mother coiinir) and 
the colonies and the wish to sliut out tiie eneni} i onntnes 
from econo nic cvploilation ot the British empire even iftci 
Ih- conclusion ot p„ac<- will he i powerful factor in that dirccaon 
It was maintained in th last ) car’s edition of this book that 
schemes of impeiiil priteience were in the an and would 
in all probihihl) be truishicd into fact at the time of the rccon 
struction after the wai 

An e-'cperiment in Imperial Preference 
^ xVnd already an evpeiiment m Imperial Pn fcrcnce has been 
started — India is the subject of the ecpciiment 

(r) Indian lea is to get a preference of 2d per lb oiei foreign 
tea m the Englisii market, and {2) India is to give preference to 
Bai'ain and the colonies of the l-intish Empire by ta\mg hide 
exports to tlie'st countries at a rate ot 5 p c while taxing hide 
cxpi rts to toicign countries at a rate of 15 p c ( 1 he export 

ta\eS on hides lo a minor extent may piotect the Indian lann ng 
mdiis uy) 

+ and Protectmijiam — 

Ihe war has given a great stimulus it least f >1 the time to 
schemes of preferencp and piotcction dht New Protectionism of 
the wai seeks to impose the war map of the world with 
Its divisions of bclligereiiCs, allies and neutrals upon the oldi-r 
protectionism T he Pans Economic Conferenr e declares the 

dcteimmation of the Ailhes to organize and piotect themsehes 
economicallv against Germany and other encnij powers even iftei 
the wai , and the enemy powers had then Central ..Europe 
(Mitteleuropa; jjcjiiiaii; based "U the economic and military solid rritj 
oi Geimani and g\ustru to begin with, then the Balkans, I iirkej 
etc Ihe ideal is not of protection fora smgle slate but gioup 
piotection — a group of allies against a group of enemies 

Corieluaion about Free Trade 

An examination of free trade and piotectiomst argument- leads 
to these conclusions 


+ Iloli^on — lilt Nc« PrattcUonism 
Nicliobon — War i'lnancc 
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The problems of international trade are problems parti} of natio- 
nal pirt\ of international organization Free trade progresses during 
timtb of peace and piotection during times of nar between nations 

liel'octii naho’ts which are now in it state 0 / compafative 
economic equal il\ on eiommu gi oitnh hete trade is the best policy, 
and protection is unnecessar} and even iniurious Even such 
nations may find protection necessary on political grounds 

At the p! s nl manenl all n it tons ate no' in a ttale of compara- 
tive economu rqnati'^ Some nations are backward, others 
are very niucli advanced Iroin the industrial point of view Free 
Irade between an aUanced and a backw ird nition wall benefit the 
industnall} id\ meed people, ind will benefit the world as a whole 
for the time hmng at the expense of seiious loss to the backward 
people 


“1 he essence of free trade is cosinopolitinisin the essence 
of protection is nuionahsin ’ 

4 'tt'ion ma\ r; h<l JiUh-i i protutivi yohe) and twhose 
KUtu to IS on m'et nation il liadt — ' 


ti) To i>i omou n lit n tl e onotnic interests \ backward nation 
IS justified in hastening its industn il deielopment by nroteeting 
suitable infant industries till thc\ reath inatuntv 


\s Prof "Marshall sa)s ‘Troteetion to immature industries is* 
a V cr\ great national good ’ 

fa) lo pro note naiioiuil mtilual in‘tie,’s 


‘Defence is better ih in opulence ” N itional strength and 
naliornl indejjendcnce are to be secured even at the sacrifice of 
economic interests 

(i) Protection for industries engaged in mal ing guns, mum 
tions and other war material dO and protection for promoting 
national industrial self sufticieiicj to the re | utc 1 extent in view ol 
interruption of communicatioiis wiih fomign e mntries durin^r a 
war — these tie jnstifiLcl on this ground ^ 


{Pio'n ‘un aaaiiisi dumotna is d< fensibL when such prmee ion 
1 mKc..sa'^ to prevent the imported dumped goods trom injumig 
domestic mdusmes b> unfair competition Restrictions on mter- 
nvoond tnde m the shape of ret, tin, tin,, are justified if such 

im\ur 1’^ lorcign country to lowti Us 

retal'anon) adopting a polic) of 
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I'lnally It his to be noted that “the great and bnliiant achieve- 
ments of histor), both political and economic, are vont to be accom- 
plished at tunes vlien economic orgimzatioii has rested on the same 
fo” mations as political power and order” (Gustav Schnioller— The 
INIercan ile System) 

Dertain general considerations on the subject of Free Trade 
and Protection 

Whether a country follows a policj of free trade 01 protection 
IS a question to which sometimes loo mucu importance has been 
attached fins question is not after all of vital importance especially 
in rich and piogressive countries inhalntcd by an intelligent and 
enterpnsing people 

We sec the United States has prospered under protection and so 
also Germany , and England has prospered under free trade 

t The iiirtff' />o/icj oj moJei 11 eountnes has midouhtedlj been a 
7111710 ! faciOt HI ihtu mdusHta/ life Industrial prosperity m 
the United States as well a* in England and Germany is principally 
due to the spread ol general and technical education, the 
development of intelligence and ambition among the people, 
scientific inventions and discoveries, up-to-date machinerj' and 
up-tO-date methods of production and business organization — and 
not due only to free trade or protection A country witli an intelli- 
gent, enterprising and wealthy population possessing the modern 
material equipment for pioduction will prosper under free bade and 
will prosper even in spile of protection 

Has the English policy of fi ee trade been followed by 
other nations ? 

Eng-b-id ^fraduall} cli-ing-cd her policj of protection to one of pure free trade 
1)3 successive steps in the period from ibt 5 to iS6o 

Olhn Curobcan cotinfnP’t r! id not nt Hrst foUo'~j the Luerhsh frn trndi 
cxaviblc because tliev thought that the sudden influx of British manufactures 
would luin their infant industries which had grown up under the continental 
system and the exclusion of British manufactures 


I “A last lesson niaj perhaps, be Icamcd from the consideration of British 
trade policv during this period that questions of trade iiolic) bv themselves 
have not tlie priniao importanee th*e\ arc gencrallv assumed to ha c, and 
that to daj , tliej lull rJalivtlv into the background as compared with the „rcat 
problems of the national orgaiiuation of production and labour” (Fuchs — 
The Trade Policv of Great Britain) 

\’so 1 aiissig — Principles 
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/it iriw. f'lui/’: or ^o’ti potut-. irc upwird nnd do\\ n\\ ird limits in tlm 
r lU- of t\i.liinq:t- it winch jrold (lows from cnuntr\ to countrt , tnd thc\ nrc 
rt ',[)i fti\cl\ (t) jnr \nhi(, pins cost ol tnnsmittinfr bullion flij par \iIul 
minus 1 o of tr uisinU[in[r hiillion 

A s,) nlli d faionrihli nlc of i \clnn„’'c is 1 ntc winch lends to the 
impoi'niion of ^old aid a soialUd uiitaMiiirahlc rale is a rate wlich leads 
totht c spot tation of /old 

7 Nations ha\i a( different t tints miposul restrictions on international trade 

wit h dillen lit objects 

I'fiU 'tci IS dt fc ndt d on 1 ( onointc ind also on non-ecunoinic grounds On 
tconiiiiii ^inunds [jroteclion is atUorated as incrcasingf emplotmcnt ket pm/ 
waces hi_rh (let! loping infant industries conserting natural resources, pre- 
acating duinjnng •'iid b\ ])"otieti\c duties inal mg' the foreigner pat 'while 
at till saint tune [iroteeling domestic industries On non-econoniic grounds, 
Itroeiiiimis adtoia'cd as jironuiting nationalism ‘Securing national industnal 
I ll-sufTicii ni j so often found neiessart in times of war, and promoting a 
hiehi r ri ibration in dtnamie soritiies 

1 he principal iig'uments in faeotir of _/f(< ‘imlc attempt to show (a) that 
fri i trade etmfers posum idtantagc (b) that proleetion fads to realise its 
b( neheial aims (r) that [iroleetion often protiuccs sei ions etils 

(tree triders regard tin ir arguments in litour of free trade is so manj 
arguments ag-niist proti ction and proteeliomsts regard their arguments in 
fa, our nt proti rtion as so man\ arguments again«t free trade ) 

S Imperial I'rcfercnce would henefit the colonies eccmomicalij hj giting 
prefer, nci to colonial produels but the Lnited kingdom will not gam economic 
In nclits in the colonial marl els whieli will compen a'e her tor her economic 
sacrifices elsewheri Suhslantial political adiantages outweighing the economic 
■> icrifires nia\ make a pobej of preference desirable 


Questions 

j \V 4 iat ire the idiaiitages of inlt m-tional trade, and what are the 

disadvantages ’ 

2 NS hat do sou understand hj international \alues ’ How arc these talues 
dcterminctl ’ 

3 Write notes on balance of trade balance of accounts, invisible imports 
and eaporLs W’hat is a favourable balanie 

4 U'hat IS the rate of evchange what is a par rate of exchange Specie 
points’ Favour ihb and unfavourable exchange 

(b) Indicate the causes of fluctuations in the rate of exchange What are 
the limits to these fluctuations ’ Arc these limits rigidlj fixed ’ 

5 W'hat IS the theorv of protection Discuss the irffiiwents, economic as 
well as non-economie usually urged in favour of a protectionist policy in our 
day (C b lyii 

t> Write i note on the infant industry argument pointing out its theoretical 
validity, and indicating practical diflicidtiet, 
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marginal producUntj (t e , produU of the final increment of that 
factor) to him * 

The margiml productziUy of a facto f thus icpusents the 
demand price foi that faetot 

T^abourers of equal efficienci in a given employment vill receive 
the same rate of uages and the wages of each labourer will tend 
to equal the marginal product of labour 

If wages arc above productmt), then the umnlhngness of the 
enterpnsers to hire workers will bnng wages down UTien wages 
arc below marginal producti%at>, then competition between enter- 
pnsers to hire more labourers will raise wages up to marginal 
productmt} In this wa} wages tend to equal the marginal 
product 

Similarly tlie demand pncc of the enterpnser for capital tends 
to equal the marginal productnaty of capital And similarly as 
regards the demand price for land 

(b) Now let us consider the iK/Ad’ the supply side 

the remuneration of cacli agent of production tends to equal its 
^pply pncc 

The 1 eviuneration of an employed factor will tints tend to 
equal its maiginal productivity on one side and its supply puce 
{when it has one) on the other 

So far as competition worlrs freel), different enterpnsers in the 
same market will pa} the same rate of wages for the same kind 
of labour, the same rate of interest for the same kmd of capital 
goods, and the same rent for the same kmd of land. 

[We have assumed that all labourers are of equal efficiency, 
etc. 


' 'Employers to get the greatest profit for themselves vnll try to 
adopt the most economical combination of the factors of production , 
and the most economical combination is that in which the marginal pro- 
ductlviti of each factor equals its cost In order to realize the maximum 
profit possible under the circumstances, each employer will endeavour 
to apportion his land labour and capita! so that the marginal product 
( the increment of product attributable to the marginal unit ) of each 
factor of production will equal its expense to him The amount offered 
by an employer for a factor of p-oduction- will depend upon its marginal 
productivity to him 


TO 
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As a matter of fact all labourers are not of equal efficienc) . And 
to complete the theorj of normal distribution ne haie simply to 
add that factory in production which possess differential advantages 
m production tend to be paid in addition to the normal remuneration 
of factors of marginal clhciencc the full calue of their differential 
advantages ] 


Some remarks on the theory of normal distribution 

r 

The following rein irks of Prof Chapman in his Outlines of 
Economics Qxt: of great interest 


(a) Chapman remarks that the theor> of the payment made 
for an} one agent of production is in essentials identica' wath the 
theory of pa} nient made for an} other agent of production — that 
IS to sa), to take one e\ample, the theor}^ of interest paid for 
.apital IS m essentials identical with the theor}- of wages paid for 
labour Chapman implies that this is so because the remuneration 
of ^ch agent of production tends to equal the marginal productiMty 
of that agent on one side and its suppl} price on the other 

[It should be remembered however that the qualification “ 

Induidual characteristics stand out 
capital and labour are different m nature, 

- - both 

ns c‘ 

of this theori hold true only of tendetuies^ generalisations 

interfered with in the actual business worhl h ^ f’f ^i 
mic fnction of larious kinds " [Forecanmro i^^^ 
which the factors of production ari actuallvToml 

enterpnsers are not alw a} s adjusted withtkl O'nbmed by different 

the theorc seems to imply ™ skill which 


VLrifXZ ut ff" J"""' “ ’“'PM 

and with the understanding of these tendencies 

beginning though onl} a beginning of an iinH^ making a 

s}stem of distribution ] ° understanding of the social 


^s^proa^otiv.^ theorp 

furnish a coviflcte 
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Doc^-tlK mnrclnd producti%,t\ thcor\ of dis'ribuUon furnish an\ 
-complr.c ) lo-nl juitific-’ilon of the present cconomii. order - 1 hi. ansuer 

^ S!W/>h desenb,^ hoxo the 

n j ^ conditions is ,ictiuxll\ dt ^Ir united 

Put .do, s lot f'ro-re tint U. f;fu ft dish itmtwi. is just, tint present 
dl^t'-ihiiJon is ns it should he ^ 


I'liiflwill nppear fiotu tlic lollowini^ considerations 

fi; Under p-esetit conditions d'stnbution is nccordintr to 

p’odiictiMtv ’liefit) di\ti duttan aicoi dinsj to fn odiutro'tx it just 

hit Ins A../, d'sf-.thd Mine soi'nlists maintain tint di-.tribution 
ncrordm:’ to ntedr Is a Im^her mor il ideal 

C-'1 Of tiu eth cnl snk of I.sh iln/tion, sol m c cone.! tud not sO m ah 
v‘tl i! . ircoinc of a fneto! ir fro Ittcttan but -uith the inconut .>/ fet- 
sons I he producUtin tin or\ evplams how the rent of nn acre of Innd 
tends to iqual the value of its surplus produce But this does not 
eatisB us that the landlord \'ho fjcu that rent is ju'-tified in taking- it 

fo) Again llic efhi ienev of the labourer which is one of the thin-rs 
delernun mg his prod uctivitv often depends largcU upon the opporth- 
nllies \''hieh he r-in get and his ooporcunitics depend upon the social 
cn\ Ironmcnt — the low cificicncv of a labourer which will give him low 
earnings is not wholK dm to the workman himscll but may be partly 
due to SOI 11 1\ \nd socictv should take steps to increase his cfiiciencv 
bj providing him with ampler opportunities Present dtsf> tbuhon it not 
just nnd tt capable oj much tmfn o~, lenient by p>ropc> social fiovision of 
b, ttef pfpo) tumtics for tin fjoo> a classes' 

fg) The tk,or\ is oulv a ttaten eni of a not mat tendency The theory, 
states that the labourer tends to get wages equil to the marf^mal 
product of labour, the capitalist tends to get interest equal to'’ the 
m irgmal product of capital etc 

Actual suas^it hotueuer may diffii ft out ttonual tua^eS measured bv 
marginal product, ahe difference being diu to custom, and other forms 
of economic friction, deliberate action and clforts on the part of different 
• classes etc So even if we accept that marginal productivuy is n proper 
ethical standard even if tuc take the viciv that th, wages oJ laboui 
should equal the marginal piodiiciivity of laboui cveu then piescui 
dish ibiition is not ctlucaHy justified 

(B) for the (ugwuents advanced in justification of the pi esent system 
oJ dish ibtiiion, and showing that it has a sort of rough justice about it, 
(though not completely justified from the ethical standpoint ), see 
chapter on socialism « 


Summary 

Ibc National Dividend is distributed among the different factors of 
production viz, land, labour, capital and organizing’ The remuneration 
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of each factor is determined b\ its ’of‘S,;S 

KuTpb ,W..es. -d nfso .nterest 

^nd proS can belxpl..ncd m this Lnnd has no supph price 

Ihe marrmal p.odnctnui theorv’of d'slr.but.on explains 
the National Dividend .s distributed . it does not 
s\'te,ii of distribution a^i ordmg to tnarj,inal produttiviU p 
,]iist and completeK ju nfied from the ethical standpoint 

ftnestions 


I What IS tl c N itional Dividind ? Sketch bricflv the 
theon of distribution explaining hon the N itional Dividend is 
among the different agents of prod' ction 


general 

dl\ idcd 


2 “Ihethcorv of pav ment n> idc for anj one agent in production 
IS esscntialb identical nith the thcoii of payment made for any ouic 

agent in production ’ D xplain and discuss this statement (C u i? aJ 

3 b7)What IS me int b\ saving that wages tend to equal the marginal 
product of labourf Can }ou explain interest and profit in a similar wav 

(/>) Docs such an explanation furnish anv complete ethical justifica- 
tion of the present economic order ' ^C L 1913 1 


CHAPTER II 
Rent 

Rent . ^ \ 

I , C'l -ihe term “rent' is used to mean the following things 

(1) It IS used generall) bj oeonomists to mean Me ituowf from 
laud and from other fret gifts of nature Hcnt in this sense in- 
cludes rent from agncultural lands, rent of building sites, rent of 
mines rent of pastures, rent of water pnvalcges etc 

• As the chief thing that is usuallj rented is land rent ts oflett 
made synonymous with the tniome from land alone 

(2) Ihe term “renf issomctimes used to refer to a periodic' 
< payment for the use of land together 'uxth tiny lOpUaU invested tn it 

or on it ' 
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Thus the income dern cd bj a houseon ncr from land and capital 
im e-sted on land in the shape of a building is called in common 
u^age rent Similarly the rent of a farm in English popular usage 
means the income from the farm land and also the capital invested 
on the land and in it in the form of buildings, roads hedges, 
gates etc , 

(3) Rent IS also u-^ed to refer to the payment for any differential 
advantage in production, enjoyed by any agent in production, 
{land, labour, capital or organization ) 

This IS the vvndest sense of the word rent and it includes rent 
in (i) which IS the payment for a differential advantage in natural 
a^nts onh 

^ [a differential advantage means a propcrti or qualitj possessed 
I1) anv agent m production which causes it to have a greater 
economic value than the least valuable agent or factor in the 
same class, which is nevertheless just valuable enough to be 
emplov ed 

Factors or asents of marginal capaaty are to be distuiguished 
from factors of super-marnnal cgfiacitv Land which is just good 
enough to be cultiv'ated and which would not be cultivated if 
It were a little worse than It IS, i-s an agent of marginal capacity, 
and land which is better than this land of marginal capacity is a 
factor of super-marginal capacitj 

Rent on superior land is paid for the differential adv^antage, 
possessed by it as compared with infenor land just valuable 
enough to be cultivated A labourer in a cotton mill, vvho is 
just able enough to be engaged as a worker m the mill, is of 
marginal capacity , and a more efficient labourer is a factor of 
super-marginal capacity and the extra-wages which he gets over 
and above the wages got bv the labourer of margmal capacity 
can be looked upon as a rent element in wages Similarly there 
IS a rent element in the total profits of the employer of super- 
marginal capaaty due to the differential advantage enjoyed by 
iiim in production ] 

yRent of land 

Land___being the chief thing for winch a rent is paid, w e take 
?jp land rent first 
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The theor) of land lent has an interesting history j and i\e shall 
notice the vien s of Ricardo before giving the modern re-statemcnt 
of the theory of rent 


(r)t The Ricardian theory of Rent 


Ricardo, one of the L,reatest English economists of the classical' 
school de\ eloped i theory of land rent, v hich i^ssentials maj 
be regarded as the liaMs of the modem theory of rent. His theor} 
IS bnefl} this 

. Metn, icrording to Ricardo, is “thil portion "^of the produce 
of the earth, which is paid to the landlord fur the original and 
tndtstrutfthle powers of the soil 

Ricardo lugards rent correcllj as a d ffereniial return, (and 
not a monopol) return) , and he has some understanding of the 
operation of diminishing returns Earlier English economists had 
sorne ghmmcnngs of these two notions, but he is the first wnter 
to bung these things into relation w ith his economic theort' as 
a whole ^ 


’ The land margin is made the central point in the Ricardian 
eory oj rent In Ricardo’s law of rent we have two margins 
1 ° inferior lands leading to an extensive margin 
’ margin dimimshmg returns leading to an intensne 

are not equally fertile, they 

imahrsoL of7h " of first 

anf so 0^ third quality 


‘ position 

landlord for the use of the o^l^tnal ° Mrth which is paid to the 
sou . On%cfrstslut^LT'^ ^destructible powers of the 
abundance of ndi and tertile land^ { i?" 

is requiied to be cultivated for the siinnori T.n P''opo''tion of winch 

or indeed can be cultivated wul. „PP of actual population, 
can command thcri. '■vill be no 7 mi 'r which the population 

use of land whm there was an abiind-(r,f would pa) for the 

and therefore at the disposal of whosoever appropriated, 

iVhm uline cultivate 

<lei:,c.offert,hty is taken into cultmaL„ ^ <>/ 

, lent immediatety commencesr 
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{a) What ts the htstoiical o)dci of cuUtvatwn in a coun- 
try ’ Accoiding to Ricaido, the most fcitile land t<; cultivated 
fijsf 

{b) So long, as the population of the country remains small, 
the needs of the population can be met by cultivating only a 
portion of the most fertile land m the country And so long 
as the best land ts abundant and every one can have it merely 
b> taking possession it is obvious there can be no such thing 
as rent JVo rent ts paid at i/ns stage 

{c) As the population grows, the needs of the people become 
greater, a larger amount of agricultural produce is required, and 
so more land has to be cultivated If there ts a con siderable 
in crease in the^pMpulation, then ihe.^wholt..of^ the^first-quality 
land will be cultivated and also a parf of the second quality land 
(This resort to the inferior soil is due to the operation of 
diminishing relurns-fd there were no diminishing returns then 
all the produce required by the population would have been raised 
from the first quality' land by the application of suitable doses of 
labour and capital' 


on that of the first quality, and the amount of that rent will depend on 
the difference in the quality of these two poiti on s of land When land of 
the tliird quality’ is taken into cultivation, rent immediately commences 
on the second, and it is regulated as before by the difference in 
productive powers At the same time, the rent of the first quality 
will rise In such case capital will be preferably employed on the 
old land, and will equally create a rent ,for rent is always the difference 
between the produce obtained by the employment of two equal quanti- 
ties of capital and labour. The most fertile and most favourably 
situated land will be fi>st cultivaied 

The exchangeable value of all commodities, whether they be manu- 
factured or the produce of the mines or the produce of land, is always 
regulated by those who continue to produce them under the most 
unfavourable circumstances corn is not high because a icnt ts paid, 
but a rent is paid because corn is high j and it has been j ustly observed 
tint no reduction would take place m the price of rent Rent is 

not I component part of the price of commodities_ 

The rise of rent is always the effect of the increasing wealth 
of the country, and of the difficulty of providing food for its augmented 
population It 13 a symptom, but it is never a cause of vrealth ” 

(Ricardo— Principles, chapter II ) 
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The -first quality lard Ihus bears, a )eni , and the ainount 
of lent IS equal to the difference hetiveen the value of its 
p/odtice, and the produce of the second quality with the 
<;amc expendituie of labou) and capital ’ 

The land of the strond qinlitj is now said to be land on the 
margin of cultivation Land on the margin lust pajs for the 
expenses of cultivation t'is wages and profit on capital, and 
It yields no surplus for rent Land of a superior grade with 
the same expenditure ol labour and capital, pays the same rates 
ot wages and of jirofit, and in addition leaves a surplus for 
rent 

t 

In lourse of time with a gieater groivth of population,, it becomes 
neLe<:sarf to mltivate land of still poorer quality,, land of the third 
quality And then land oj the second quality will bear a rent equal 
to the difference between the value of its produce and that of land 
of the third quality Land of the first quality will now pay a higher 
rent equal to the difference m xaluc between the produce of the first 
quality and the produce of the third quality 


■\Vhen the third qualit) of land also has to be brought under 
cultixation, the margin of cultivation is said to descend, and the 
third quality is now on the margin of cultn ation 


^ With every fall m the margin of cultn ation, rent increases 

(d) Ricardo notices that rent is due to difereiues in fertility, and 
also to differences in situation Of two lands equally fertile, one 
which IS more favourably situated, (which js nearer to the market 
and can send its produce to the market at a cheaper cost), will have 
the higher rent 

(e) Price oj produce 


The price of produce u determmed by the tost of production 
on the margin of cultivation The land on the margin pays no 
so rerit zs not an element m the cost of production m the 

supSorK' “ "■“""•'“■"‘‘Ibytheimtp,,! on 
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•f Criticisms of the Ricardian theory 

(i) Ricardo maintains that rent is paid for the indestructible 
properties of the soil , to this some cntics have objected that the pro- 
perties of the soil are not indestructible and that its fertility is often 
exhausted and it maj be also created by fertilisation [This objection 
vould be valid if by soil we refer only to the top layer of the land 
that contains certain elements necessary to plant life , but there are 
other qualities of the land that are practically indestructible and 
unproducible, e a , the climate^ eyteni (standing room) and the 
conformation of the land] 

The four main criticisms of the Ricardian theory are given below 

(3) Mr Carey, an American economist, has attacked the Ricar- 
dian theory oti the ground that it is historically false Ricardo says 
that in a countr)-^ the most fertile land is cultivated first and then the 
second quality of land and then even less fertile land and so on 
Carej says that expenence in Amenca shows that the less fertile 
high and thin, dry soils yielding a small return and requiring little 
■clearing and draining are cultivated first and it is only later on that 
the <ower and richer lands (requmng large expenditure for cleanng 
and draining) are cultivated 

[Carey criticised and Ricardo defended] 

Carey’s objections, on closer examination,', lose thcir force 

fa) As apainst Carey, Walber points out that the order of cultiva- 
tion IS not invariably from less fertile lands to more fertile lands even m 
new countries like America 

(i) Ricardo’s historical order of cultivation is not an essential part 
■of bis theory of rent And even tfiae have to 1 eject hts otder of culhva- 
q ‘uotjis tkeoiy in its essentials, will hold true 

{f) And it is further pointed out that Rtcaido's oidet of cultivation 
js not histoi ically incoi rect when propei ly undei stood 


■f As Sidgwick (Principles, Book II ) points out three theories are 
1 ncluded in \rbat is commonly known as Ricardo’s doctrine of Rent — 

(i) Historical theory as to the origin of Rent (2) Statical rheor\ 
of the actual determination of Rent (3) Djnamical Theory of the 
-causes which continually tend to increase Rent A full criticism of 
the Ricardian doctrine must examine each of these three theories 
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Rinrdo uses the expression praducti\ e hnd’ ulncli Carc\ takes to 
^ bt.nsc, if the expression productive 

and IS used to incluik all id\onta"cs mz fertilite rclatl\c to place and 
.me, convenience of situation etc then Ricardo’s historical ^ordcr of 

eorreef TlireiT Pr^J^cLicc to less producL.v e lands is h.storlcallv 

orrcct Moreover Ritardo speaks pi iinl> that the /er/z/r and most 
fa'ourobh J5, (ootnotc ) 

(4) Ricirdo assumt-^ equal intcnsil) of cultivation for sunt nor 
as veil as infenor lands In aetu tl tact we find that tiie besXd 

land com '7'""''^'' "lien an inferior qualuj of 

land conies into < uliivation ^ ■’ 

.f rl:, f 

conditions, the conditions assumed in th/ <^'^^10111 hyfolhetual 

free competition between landlords and tena'^it^ "^'^ 

(6) Hent and f net 

i Ricardo savs rent doi s nm , .,1 - 
. part of the pnee of agricultural [irodutT " 
point out that rent m terlain casts critics (Cairnes etc) 

I monopol) rents hav e increased' nni !>. Ausinha 

ever exceptional cases and the Rinrri.o rents are how- 

n law does not appl\ to them 

no.^£^tprK“r‘ 5 'rr,iT"»--“^ •"» P-C doc. 
paying rent heuause it hears a rent for^smn^'olh 

(7) Monger, one of the leadf^r^ 

Ricardian theory on the follovv.ng rejects the 

If dJI Isnds s.re eonplli r i 

uSr7"'"7 ".‘^uallv favourable 

"cethe_mequahtiesofvTluch weS„ 7 °i yield any 

speaking would not exist ” 



DISTRIBUTTOX 1 5 5' 

In answer to this objection of Monger the following points are to 
be noted 

(a) AH lands are not equally fertile or equallj well situated, differ- 
ent grades of lands have to be cultivated and so the Ricardian theory 
applies Menger speaks only of h} pothet ical cases which are not to 
be found in the actual state of things 

(A) Even if all lands are equally fertile and equally well situated, 
if the demand for agricultural produce is such that all lands have 1 
to be cultivated intensively then there will be an intensive maigin 
and rent 

(2) A re-statement of the theory of rent 

The modem theory of rent is based largely upon the work of 
Ricardo Our evamination of Ricardo’s 'theory has shown that it has 
to be modified m certain particulars before it can be accepted as 
valid 

1 he best land is cultivated first In considenng which is the 
best land, i\e must take into account considerations of locality 
(j 5 , advantages of situation etc ) as well as of ferithiy And the 
best land knowm in view of existing knowledge and with reference 
to existing resources of capital and labour, when other things are 
equal, IS the first to be worked 

1 he different plots of land in a country are divided into different 
grades according to differences in fertility., situation relative to the 
market etc 

As the demand for agricultural produce increases wuth the 
growth of population, on account of the operation of ike law ^ 
of diminishing returns lower and low'er grades of land are brought 
into cultivation It other words tjie jxtensive margin falls 

And at the same time, the grades of land already in culti- 
vation are more intensively cultivated i e, with greater expen- 
diture of labom and capital In other words, the intensive margin 
falls 

When the second quality land is brought into cultivation, the 
first quality is more intensively cultivated And so on (Farmers 
cultivate different grades of land to such different degrees of intensity 
that their marginal returns are equal ) 
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C apitil mcl labour applied to land on the e\lcnsi%c margin (i ( , 
tliL Morst land in rultnation) onl) pa\ the expense.-) of cultixation 
(" ages and profits) and jield no surplus for rent 1 Jic dose ot 
capital and labour aiiplicd to rich land on the intensive margin 
also covers wages and profits and viclds no surplus for rent 

The eifl''omt^ rent of a superior grade of land is the total surplus 
over cost vielded b\ all the doses of labour and capital applied 
TO It up to the dose on the intensive margin (See page it 2 Part 1 ) 

'J he classical doctrine of rent nia) be thus restated after Prof 
Marshall 


(j) TIic aiuoiint of the produce raesed and therefore the position 
ol the marmn ut cultivation (the intensive ns well the extensive 
margin ) arc both governed hj the general 
'1 he margin of > ul- conditions of demand and supplv Tliev are 

1 nation, and the p-oxemed on the one hand h\ that 

du'eo""*^ numbers of the population, the 

jfi/diisi/v of their need for produce and their 
means of pajing for it, and on the other hand hj i/z/ya/j that is 
b) the e xtent and fertilitj of the availalile land, and the numbers 
and resources of those read) to cultivate it 

Thus cost of production, eagerness of demand, margin ol 
production and the price of the (iroduce mutuall) govern one* 
another 


( 2 ) Ihe amount of the rent is not a governing cause hut is 
Itself governed b) the fertility ol land, the price of the produce, 
Thp nmnimi nf position of ihc margin rent is the 

excess of that V aluc of the total returns which 
capital and labour applied to land do obtain, 
over those which the) would have obtained under circumstances^ 
as unfavourable as those on the margin of cultiv ation 

The /nee of agncultural produce lends to conform to the 

rbepnee of pro- of froatution (ex-penscs on 

duce margin of cultivation) , and rent is not 

an element of tins cost of jiroduetion on 

the margin 


DimmiBhuig return and rent 

IVithont djmtmshtn^ refufyie {tu: constant or increasing returns), 

n commun.tx can be pro- 

4uced from a portion of the best land, and inferior grades of land have 
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■nnt to \yc cuit(\ aled And so long ^s the best Innd is abundant onl^ a 
portion of it being required for culti\ation, there, will be no icnt fiaui 
cvi n fo} the hi r/ tan/t 

(it) Ri/tt ft suits front tJu of'L><itiott of divtintshtn^ >ett/)t!s when 
Ihctenti difft,! i,)tt ^ atifs of tttnd tn ittUtvation This is wlint is to be 
found in even country (h) Rent would u suit from tin, oftetatwn of 
dimintshim^ n turns evtu tf nil land ts of untfotm quuhtv 

(.i) The hw of diinmislung returns operates as regards production 
from lard ( and the operation of diminishing return upon the best land 
compels fanners after a timi to cultnatc also inferior soils instead ol 
applying more capital and lab )ur to the best land When an inferior 
grade ot land is cultiv tied the superior grade of land irdl bear a rent 
on account of its superior productivity and convenience of situation 

(/<) JZvi/t tf all land ts of the same quality, the operation of 
diminishing return^* vdl Ic id to an intensive margin where a dose 
of capital and labour applied pi oduces enough produce just to coier 
the cost of the do-'C of capit il and laboui applied 1 he total surplus 
over cost from all the doses applied up to the dose on the margin gives 
the e*conomic rent of the piece of land ( Rent is measured from the 
c\tcnsi\c and also from this intensive margin ) 

Rent of agricultural land — 

The economic rent of agricultural, land is due. to differential 
advantages, relating to fertility as well as comenience of situatiom 
“Tlie inequalities of situation relatively to the best market are 
just as powerful causes of producer’s surplus (Rent) as inequalities 
of absolute produclivencss” (Marshall) Of two pieces of land, 
havang equal fertihlj, that one will have the higher rent, which 

IS more conveniently situated by being near to markets etc. and 

of tw o pieces of land, enjoying equal situational advantages, that 
one w ill have the greater rent which has the greater fertility So 
fertility as w ell as situation are both to be considered 

Rent of mines 

The subject of mine rents is one of considerable complexity and 
the theory on this point is still m a process of development 

Same peculiarities about mine rents 

Prof Marshall points out that agricultural land properly 
altivatcd retains its fertility and continues to be a perennial 
nirce of agricultural produce but that a mine is not a perennial 

jrce of minerals Ihe stock of minerals in a mine however 
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hrpu )■, fi\cd, and i'. e\hau<;Hble So the rent of a nnne includes 
a iomfitnsation for {he e\hauslton of iht vtuitnt! , trt this respeJ 
viine rents differ from npniiti/ural rents Mine ren/s rtsetnblt 
agni,ultvra} ami oOur (me rents in an important respect 
In agncultural rent'' r\eU as in inniL rents "c Imd the 
operation of Jimimshwg ictunts leading to an e\tcnsne as i\cll 
as an intcnsiM margin We ha%c the cslcnsne margin — there 
arc marginal mini-, lusi pacing eeages and profit on capital 
and \ leldinu no biirpUis lor rent, and also there arc ■'iipcnor grades 
ot mints pa\ina wago^ and profit on eapital and yie'lding ui 
addition a surplus for rent Wc ha\c also the intcnsnc margin — 
the continued ipplication of labour and < apual e\en to a nth 
mine will n suit in diminishing returns owing to greater difficulties 
ot sinbin, shafts and working at lower depths and after a time 
the intinsnc margin is reached 


Tmo elements in I’ltnc rents 

The total payment (or gross rcnif paid (a (he mnu-owner 
tor the use of the mine thus uiclnd's (nl a pasment for iht 
vnnerals removed (as a compensation lor tin evhaiislion of the 
mine) ((5) <1 rent proper which w paid lor the differential 
adiantages m production relating to facilitu.. ot working and 
comemence of situation Of two mim > which arc worked with 
equal ease, that one will have the higher rent which is more 
conveniently situated as regard- n arkeis ele and of two mines 
enjoying equal situational ad\.ant,V's ,hat one will have the higher 
rent w hich is more easi Iv w orke J 

fProl Taussig makes certain interesting remarks aliout the rent 
ot mines He points out (aj that mimng calls for an irrtvocable and 
usually a verv large investment (b I that it involves i Innb degree of 

risk and uncertainty * 


In former times the risk was so great that perhaps the total oullavs 

were not recompensed hy the total net earnings , and the nsk is now 
less than in former davs but the need of large initial investment is 
greater 


^’^^shall’s View that 'even the 
poorest mine vvillr ^ ' thing to the owner as recompense for the 
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As regards buildings for restdaiiial purposes, situational 
iidvantages consist in natural beaut), healthfulness and fashion- 
ablencss of the quarters under consideration As regards 
■bittlding sites for bus77icss purposes, whether the situation is good 
or bad depends upon the purpose for which the building is wanted, 
lehethcr it lb for retail trade or for wholesale trade, for a bank or 
for an) other purposes 

Marshall points out that building land does gi\ e a diminishing 
return of convenience as increased capital is put upon it “From this 
a' results that the theory of ground rents is substantially the s ime as 
that of farm rents ” 

Different economic uses of land 

Land may be put lu difticnt economic uses — -for pasture, for 
■agncultuic, lot budding purposes 

Generali) poorest lands are used as pasture, and ncher lands 
^Tc used in agriculture Land which cannot be profitably cultivated 
for agnculturc, is used as pasture — the land marginal for pasture 
purposes )ields no rent, and the more valuable pastures pa)^ rent 
As we go upwards m the scale of fertility, and according to relative 
demands for animal and segetablc products — land is used for agncul- 
ture, land marginal for agriculture pa\s no rent, and supenor grades 
of land pay rent for the agricultural use (but land which is mai^inal 
for agricultural uses may be aboic the margin as pasture, and so it 
may pay rent as pasture though not in agnculture Again agricul- 
tural land, adapted to market-gardemng near tow ns has a higher 
V aue and pa) s a higher rent than land producing ordinary crops 
‘Generalls speaking land for agricultural uses pays higher rent than 
Jand for pasture, and land for building sites in towns pays higher 
rent than land for agriculture 

Personal rent 

Personal rents closely resemble fertility rents 

All employers are not of equal efficiency — one employer can get more 
value out of his factors of production than another and can manage a 
bigger business If the second employer is the marginal employer then 
the extra earnings of the first employer may be regarded as a personal 
rent due to his superior efficiency 

Then as regards professional men There is the lawyer of marginal 
■capacity and also the lawyer of supermarginal capacity The extra 
oammgs of the lawyer of superma-gmal capacity may be regarded as 
bis personal rent 
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So also as regards the wages ot workmen Tlicrc is the carpenter 
ol marginal capacitt . just good enough to find emplojment A carpenter 
ol super-marginal capaeitj will earn higher wages than a carpenter of 
marginal cap ieit\ 1 lit extra wagesearned b) the carpenter of super- 
marginal capacitv, due to his supetior efficienct ma\ be regirded is 
the personal rent ol ihi superior carpenter 

There ts fhtn a rent Llcvient tn piojit^ </ tint fitment m J'ro- 
fcs<:ionai catntngs, and a tent elenunt tn the ‘•rages of '•aoi/.nttn, 
and this personal icnt is the pi>nunt for a dilTercntial advantage, 
possessed bv that per'-on m the vrork of pi od action 


Rent and the price of agricultural produce 

\r 

I Is rent an clement of the priee of agricultural produce ^ 
^)oes the rent paid on supenor grades of land affect the price 
of produce in a countrv ? Is high rent the t iiise of high price of 
produce ? 


If the qualitj ol tlie agricultural produce is the same, the 
price of produce Is the same in the same market whether it hxs 
been produced b) superior or tnferor Imd In t counir), the most 
fertile land produces an equal amount of produce at less cost 
(of labour etc ) than land of inferior quahtv 


J he price of agricultural product in a countrv will cnual 
the marginal c\-penscs of production (; ? the cost 'of production 
of the most expensive portion of the normal supph tliat portion 
which IS produced at the greatest disadvantage) otherwise this 
portionofthe supply will not be produced, and so the total supnlv 
of agncultural produce will fall short ol the total demand 
rent IS not paid on the poorest land in eiiltnalion (land on the 
extensive margin), and there is also no rent on the intensive 
margin of superior land for the marginal dose produces just 
enough to cover onl) the co,t of the do^c and le.aves no surplus 
for rent , rtfti ts not an element of the matginal txHnscs TPlTt 
duefton So rent is not an element of the tir, e 
produce whuh is determined by these marginal ixLnsfs 
IS not the cause of lugh price of agmcultJal prodlfe ^ 

or r P''“ 

the cultiv-ition of even low grades of lanM /n profitable 

eultivahon of superior grades of land'^ ^ intensive 

of high rent for the superior grades of land payment 

effect of htgh price, and not ^ 



ni=;TRirtUTioN 


U dl tic )em sston of tent pffn t prtic * 

up^ superior grades of land, 
thcnjjiesrjccnts_\\ill be apjJTopnatefrbv^ffic'lcnant^f the lancffo^s 
'fher price of ^nfmciDHira! produce « ill^noJi'Lc -riTected Th*e demand" Tor^ 
ai^lCTilEuFal^produc'e Ns'ill fcmain the samer'tKe' rnargin of cultixation 
'Mil remain unaltered, and so also the marginal expenses of prodiution 
and so the price of agricultural produce will remain unaltered 

When does rent enter into pnee ? 


We h.ivc seen that rent does not enter into the price of produce 
because rent is not an element of the marginal expenses .of production , 

ftt tfpsc exceptional inscs lu/tetc tent rs an ilcnunt of the martttnal 
crpitiscx of production, icnl wdl entet into the price of pioditcc 

(fi) If the state has a monopoly of land m a country, and if it e\acts 
a rent even for the use of the marginal land (the poorest land m cultiva- 
tion), then this rent will enter into the price of agricultural produce 

In 'arge portions of India, the state is the monopolj landlord and it 
charges a monopoly rcnte\cn for marginal land, and tins monopolv 
rent entering Into marginal expenses of production influences the price 
of agricultural produce 

(h) When rent has to be paid e\ en on marginal land for one use 
(eg agriculture ) to withdraw it from another use (eg pasture), then 
this rent paid for marginal land will enter mto pnee I 

Indirect conscgucncc of i ent payments may have also influena. on 
price 

Suppose there is a rise in the rent of grazing land and suppose this 
leads t o tl c conversion of some arable land to pasture There will be 
shortage of arable land, there will be less total agricultural produce 
from the land and tnus the price of agricultural produce will rise Here | , 
%re see that rise m the rent of grazing land may indirectly bring about ai ' 

r\9if \T\ thf* nr\Cf» of aanr.iiltnrni nrodiicp. w 


rise in tlie price of agricultural produce 

Rent and the price of land 

We have seen that' the value of the pi oducc of land determiiiest'\ 
rent , and rent in its turn determines 'ttie value of land 

High price of agricultural produce leads to high rent , and high 
rent will bring about a high value of the land 

Suppose one piece of land has got such differential 
advantages over land on the margin that it bears a rent of 
^lo per annum 

If the current rate of interest is lo % per annum, this piece 
of land with an annual rent of £,io will be regarded by owners 


II 
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iiid O' r ptr->onb a-, equal to capital of the value ot too ll 
tiiu V urent rale ol interest is 5 ' per annum then the value of tli^ 
ps ""c of land Mill be ;^'2oo 


‘'o a r > 1 trv whe e the supplj ot capital is large and 
current rii> of interest is low, where there is perfect secunty ot 
t hfo and piupcrt), and vhtie meat social prestige is assocnte<l 
M'h lid ownership, the pr ci, ot a piece of land wall be man) 
ti'.'t Us annual rciiL Wtitri, these conditions are less favounbh 
t! I jriuc ol land will be lower 


R^ardian Rent and actual conditions governing rent 
in different countries. 

How far is the Ricardian doctrine of rent applicable to actual 
lOidiiinns in different countries ? 


1 he Kic-irdian doctrine of rent is true onl) hypothetically 
n IS trill upon the assumption that the landowner as well 
Ls no ti n int, e ich understands lull) his own economic interests 

uul lint mere full and free competition and that the landlord of 

he civmt s not mnuenced in any way by otlier forces, like custom, 
pubhe opinion, =\nipaihe for the tenant etc 

Now let Us I \aniinc actual conditions m different countries 
The Umud Stales, Canada, Australia cU 

lunntV(*nc-il*^?in' nearest approvamatton to the 
lupotluiical conditions assumed in the law of rent 

as u) intelL'cm ( luidlord arc substantial!) on an eqinht) 
owr.merei "'^biliti Each Understands his 

die u„t .s detonimied 'and 

I til. bv competition an 

ih. Rwardian thcors'i ^ r«;/ (i e rent according W 


( 2 ) 1 n‘^triid 

In 1 nutand Rnordo's Ind r. , 
p-iiri]>V 'll lording to uhiiK \ the , 

will iiior. O' Its diwrcinr primarily detcrmineu 

'fon! rtni in 1 nil m 1 1 0*^111 local or individual causes 

lut >- II hndlord- and determined by competitwu 

'boh I 'h *bc landlords are preaented 


great underl)!^? 
inly determined 


ot i 


'OUllj *0, 


. 1 ' , "Vl- Cl 

-'S'- 5o III ir f Itss s. niiincm. 


'«nist but the landlords are preaented 
Jon(|mie rent b) public opinion and 
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i ii< u iniit-. r'r- rti^mlnl i'. hetnii not on nn eqinlitj with 
Un v avi lookt 'I upon more or Ic^s es (i( pendent-, 

tin in i’uhln opinion tK minds thil the landlords should not 

M.t' ^ITM t ’ll ih< r di nnnd tor rt,nt .uni this is also the s( niimi lU 
tlie land outnnp cl isscs thoinsi Kts , and so the landoiOntrs c\ nJ 
'‘s if, an ii t f'tU fiot'.pfi s r,;iif 

f i) Cnrititiiti ,1 r.tirdf^i India 

Inhv'’, rhnd 1 rain i Ital\ .ind also in Indi.i rents were formerlv 
v il dmo-t i.nuersall) not l>\ compeiition {as it is assiinied in 
vn.irdfts Hu ) hut ii\ nistotn 

'/ fnsirti in Indi t reni dt/'rttds upon thrft fat lors~custn/n, 
,7 nfeititait^ and lefitshUion I he rent hw ot India starts from a 
ias>s of nistnin di < tTpts' tin lenitnmtc influem e of eompetition 
Old S' t hs h\ legislation to rt strain eompetition lictwecn landlords 
and {(.nulls uithiii rtasomlile limits Rents m India are rising 
willi tilt risf in the price ol agricultural product .and increasing 
loinpftitmn but in eveessiu* inireise of rent is prevented by 
the rent law ot tlie t eiuntf) 

"Husiom IS still to a largi cMeni, the foundation of Indian 
rents, and the presumptions of unfettered compctit’on, wdiich per- 
sadt tin standard et ononuc conceptions of rent (i e Rie.ardian 
renty (an onl) lie applied with hrge rcscrv.ations to esisling condi- 
tions in Indi.a ’’ t 

(^) lidaiid 

A\i ha\c seen that in Engl.and and also m continental 
Hurope the actual rent rceened by the landlords is lower than the 
full e( oiiomie rent 1 he action of competition is moderated in 
far our of the tenants by public opinion and class sentiment in 
Jmglaiid and bj custom in eontmental Europe 

In Ireland the .actual rents paid b) the ten.ants to landlords 
sometime ago were in excess of the full economic rent fthe 
economie maximum) 

fhe excessive competition for land between the ten.ants, 
sanguine, improvident and extremely prolific, led them to offer rents 
in excess of the economic maximum , and the absenteeism of the 
aandlords and collection of rent through heartless .agents and 
middlemen .aggravated the situation 
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Quasi rents 

LcrUiin kind ol me our nn'ilogous rent nrc rilled quisi-rent':. 

Prof TelM^hiU thus defines quisi-rent ‘ The tut tmojius/rom- 
■appliance} lor produition alreatiy made he called their (jpast- 
rf «/7 pirt!) liLtiusL lie slnll find that 11 hen 11 e irc considering 
periods of time too short to enable the suppl) of such aiiphances 
to respond to 1 elnnge in the demand lor them, ihe stock 
(of these appliances has to be regarded as temporarily fixed 
lor the time lhe\ hold nearh the same relation to the price 
of the things whu h the > take part in producing, as is held b} land 
or am other trie gitt ol nature, of iihicli the stock \'^ pennanenfh 
fixed md ii hose net income is a true rent ” 

Apphiitiies for ptoduction it.iludc maihittety factories ard other 
It/ilditigs, also husttuss ability and mamtal skill eii , and so there 
will be quasi rents from jnaehinery factones and othei buildings-^ — ■, 
also quasi-rents froni/b'usiness abililj and m^ual skill etc ' 

In the short period, the supph ot thesf xanoiis appliances has 
not the lime to be fullj adapted to the. demand Ihepartaiilar 
income denied from them in the short period, does not for the- 
time affect perceptiblj the supplj, nor therefore the price of the 
commodities produced lij these appliances it is a surplus of total 
; ^receipts oxer prime (monei) cost And this cauis of ihe value of 
’ ) commodities over cost produced by the appliance': during the short 
‘period, has enough resemblamt to the excess value of the product 
I of land over cost to justify us in calling it a quasi rent 


*VVhen there is an increased demand foi one factor m production irhich 
makes its earnings more than normal, ive max s^eak of positive quasi' 
rents And xvhen conditions arise which make the earnings' of a factor la 
production less than normal we have negative quasi , ents When the 
demand for engineers falls off.the.r earnings become less than normal, 
and they earn negative quasi-rents 

Sent proper and Unasi-rent 

Quasi-rent resembles rent proper in this that it also results from a 

Jnrutation of supply , quasi rent -t rp<tiiliQ n r qoiu 

IS tcm];dFaniy^&, rent proper Knd f ofan appHanci^ 

hnuialton of s upply o\ land/^ Permanent 
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In Uu %1 fa tad, ihctf tt a ,[osi t cscvihlancc liLtivccn qttast-renf 
tnd t tnl frofrt In tlic shore period, tlic quasi-rent derived from an 
-apphnnee (tl>o siocl, of vhich ih tempomriK fixed) docs not for the time 
’luinji ifTcci tlic supply, nor tlii rtforc the price of commodities produced 
In ih' ipplnme The rent from land aiso does not affect the supply 
nor thoreforr tlie price of the produce of land 

//; ///r the supple of an oopli-incc from which a quisi- 

rcnl IS derned inn be full) adjusted to tlic demand for it , and so if 
the quasi-p nt from the applmn-i does not in the (ong^ run amount to 
norinl profits on e.ipit il and I tTori, the supply of the appliance will 
dvTindle and It would not contribute its part to production True rent 
from land will differ from qu isi-rent in this \'’a^ — even if true rent ceased > 
the suppK of tlie free gifts ol mturc \'oi.ld remain undiminislicd and 
tlicbc gifts of nature would con iniic to take their part in production 
- ' . 

^ent and Social Progress 

^ocal progress tti difierent directions aflerts rent in differ- 
ont ways 


/'a) Other things being equal, growth of population and of 
prospentj lead to an increased demand for land, the margin falls 
nnfl there is an increase of rent 


V/(^) 4.dncuUieral im pro vement s, e g the introduction of 
new and more jiowerful fertilisers, better rotation of crops etc 
Avould enable a given area of land to produce a larger amount 
of produce, and so the total agricultural produce required by 
tile countr) would now be obtained from a smaller area of 
iland than before , and tliercfore some of the poorer grades of 
land would not lie cultivated, the margin of cultivation would 
<xscend, and rent would fall Agricultural improvements 
nii-ecasing iJu produce from a given area of land thu’t lend to 
dimmish rents 



Improvements m me^nppi pqminunuaiioiis^ 


I^ikc agricultural improvements, improvements in means 
of communication affect the margin and influence rents 


// f) V improvements in transportation connect a place 

I cuUh a new market where this agnciUlural produce can be sold 
J at a higher price, then the rent tvill^ tend to tturease 
Rents in America have nsen with improvements in trans- 
port which enable American farmers to produce large 
•quantities of corn for esrport to England The demand 
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ior auncultunl produce for the purpose of e\porl mcroases the 
demand for land in Amcnea the margin falls and rent 
in< reases 

(/;) Improved means }f lommunualwns lOHhUiiner a loutt/rv with 
j r fKtU sonue oi siipph <>/ af^niu/lural p>odutli 'vill tend to re^Uit 
\ tents tn that country Im rcaaod facilities of communication "the-' 
' development (it >teani narigation and niil\ia>s hate made lengland 
look upon the Umiid 'states as a source of suppU of agneultura! 
products the poorer grades of land in lengland have been throan 
out of cultuation h\ he competition of American produce the 
margin of cuUmtion has risen in Fngland and so rent of igricultiiral 
land has fallen 

// Impro\enients in internal means of communications within 
'> ^a countre will tend to increase the rent of land distant from the 
market I he comparatnc meonvemenec of situation of land elislant 
irom the market is decreased bj iinproeenients in eomnnimcatioiis 

The unearned increment of land 


1 hough die idea maj be traced m earher economists the term 
‘ Unearned Increment’ was first used be lohn Stuart Mill 


Ass the margin of cultuation tails on account of the growth 
of population and increased demands for produce the rent of Hnd 
increases, — and m this wai the ralue of agncultural land ma\ increase 
without an\ effort on the pan of the landlord Smularb growth of 
population and increased prospent} in a town will bring about an 
increase m ground rents and an increase m the value of urban 
land '"''Ihis kind of increase in the value of land which is due. 
to social progress, (growtii of population and prosperity) ind is 
not due to am thing done bv the landlord is called the bniertnifiii' 
increment oj land' (Any increase in the value of land brought 
about bv an evpenditure ot labour and capital b\ the landlord 
would be of course earned increment legitmntelv earned bv the 
landlord ) 


In Bengal, the Government settled the land revenue with the 
zemindars permanentb by the Bermanent Settlement ot 1793 bo tin 
zemindars pav fixed land revenue to the Government, and thev 
(many of them) receive an enormous unearned increment from the 
land due to growth of population and prospentv In large towns 
like Calcutta and Bombav there is a large and rapid increase m tire 
unearned increment of land 
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-The B.rg’umcnL tJlC llltcojilcci t 7 lCVC^ltCHt ts iwi Zit iXizy 

for the Tppropria- way due (0 the landloid but is due to the 
tion of theunearn- progi ess of society^ zn fairness it should be 
ed increment by app] opnaiid by society and not bv the 
the state landlord 

This viea has been ad\ocated by Tohn Stuart Mill and 
some other distinguished economists, and in an extreme form it 
Jias been advocated by Mr Henry George 

Proposals of Mr Henry George and Mr J S Mill etc 

Proposals for appropitaUng the unearned increment, by the 
state arc of different kinds 

(i 1 Some propose that the entire unearned increment, past 
and present, from all kinds ot landed property should be appro- 
priated by the state and without any compensation given to the 
landlords Fins is Mr Henry George’s scheme In Mr George’s 
scheme, the entire rent is taken by the state from the landlord 
and the landlord gains nothing from his possession of land Ihe 
land practically nationalised becomes in fact though not in name 
the propert) of the state 

(2) John Stuart Mill proposed about fifty years ago (and 
his suggestion has been repeated b} other waiters) that the land 
in a country should be subjected to a periodical valuation by the 
Government and that any increase m the value of land not due to 
the labour and capital of the propretors should be taken over bj 
the state by a tax upon the unearned increment 

1 he proposal of Mr John Stuart Mill was icith rejeience 

to agittullural land and it the fuluie ituremeni tliTit was to be 
taxed 

Ihe suggestion of Mill and that of other reformers of his time 
haVe been rejected by modern economists on certain grounds 

(3) The unearned increment is greater as regards land in towns 
than in agricultural land and so the taxation of unearned incre- 
ments in towns finds more supporters at the present day than the 
taxation of the unearned increment of agricultural land The state 
may take part of the unearned increment or it mai take the whole of 
it by a tax In some modem states {eg England and Germany) the 
state through taxation appropriates part of the unearned increment 
The appropnation of the entire unearned increment has not yet been 
attempted by any modern Government 
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Objections and practical difficulties in connection with 
the taxation of the unearned increment 

(i) I'lrst of nil there is the dtjOuttity of er/aiuuis; exaJly the 
(ivioHut of thi uiteaiited tiitfiiiioit Ihc rise in the* vnlue of Hiid is 
eluc pirtl) to hhoiir 'nid ripiial of the proprietor and partlj to 
sucnl progress \nd in praetiee the Mork of ealeiilnting hoi' much 
IS due to the hhoiir and < apital of the proprietor, and hou much i“i 
pure unearned inereinent is a icrj eoniplex and difticull task 

A tux tokiNi; wore thii/i the unearned lucreuuul eto’ild he unjust, 
such a ta\ on agrieultunl land 'P.w// dts otuay^e a<^n,uUural enier- 
prtse and is me onipatihle with good hiisliandn and a ta\ of tins 
character on urhan land would discourage the effective utilisation of 
urban sites 

(2! Attain It IS difficult to find out w hether the man in actual 
proprietory possession of the land is getting an unearned inercmcnt 
< r not He ma) have bought the land from some other man at 
Us full value and here the seller has got the unearned increment 
and the buyer in possession has got none 

These are practical diHiciiUiCs 111 the tavation of the unearned 
increment 

(3) I hen there is an objection on the score of principle Tf 
{he state takes nmarntd in tement due to social causes ( and not to 
any efforts of the individual proprietor of the land) u is only just 
and reasonable that the state should fay cowfeusaitou to the owners 
of fropetiy -ohith n depreciating (not tlirough anv fault of the 
proprietor but through social causes and ejianging economic con- 
ditions ) , blit the state does not pay such compensation 

t Nationalisation of land 

The nationalisation of land means the ovtinction of all private 
proprietory rights m land and making all land the pronertv of -the 
state ' ^ 

1 he nationalisation of land has been adv ocalcd by socialists 
and also by persons who are not socialists and who are willing to 


an/il 1 ? w A ^ over the laud from time Immemorial 

Wl .TC T recognised also private propertv in 

I 3 The Indian system of land tenure .s something in^termed.ate 

m prfvate property 

in land (Indian Industrial Organization-Monson ) t' f } 
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=iUo\\ the private owaiership of capital (but not the private owner- 
ship of land) 

TJie two tmpo)tant systems pioposed for land nationahsatzon 
aiL the following — 

(1) The state as ov ner of the soil should lease the land to in- 
dividuals, i\ho should cultivate it as tenants of the state 

(2) A second system sugorebted by John Stuart Mill and brought 
into prominence by iMr Henry George is to put such a progressive 
tax* on landed property in the hands of the landlords as would 
absorb the entire economic rent 

The question arises as to whether this nationalisation of land 
IS to be effected by paving compensation to the present owners of 
the land or whether the state is to take the land from the pnvate 
owner without pa) mg any compensation 

(a) Land Nationalisation without compensation 

In the w'ords of iMr Montague who writes on this snbiect m the 
Dictionary of Political Economy, '‘'■Naiionahsation of land effected 
without Lompensahon or with merely nominal and delusiveTfOtn- 
pensation ts open to the objections based on law, motals and 
puhhi. policy, which can be brought against the abolition of all 
property whatsoever and to the additional objection of making one 
class (the land-owning class) a victim to all other classes ” 

{b) Land Nationalisation with compensation 

There are also strong objections to nationalisation of land with 
compensation 


° Mr Henry George’s theory of the Single Tax 

Mr Henrj George holds the v lew that all men have an equal natural 
right” to the land and that therefore the entire economic rent of the 
land should go to society — the economic rent should be appropriated 
by society through a Single Tax upon land which would absorb the 
whole economic rent 

This Single tax on land would be so productive as to make all other 
kinds of taxation unnecessary And Mr George further holds that 
the Single tax on land is the only j ust tax and a'l other kinds of taxation 
are unjust because they Interfere with tfie naiural right of a man to the 
fruits of his own labour. 
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( I ) '] he diflitulu nhoiit pitrtln-'C- of the 1 ind from the prime 

proprietors 

(o) Ihe tonl amount ol t oinj tii'-ation to lie paid bj the statc- 
10 hndo^Micrs \m11 Ir i m r\ he un one How is tins amount to- 
be ni=ed In the "tate ^ I'hc /iuof would be in- 

surmountable 


\l>) If tilt state 11 inaets the hnd itself a eosth piiblit depirt 
nitnt with an iniini iim -tifl woulil lie rcriuired lor the work 

(2) \r\A if 'ai d tmtioiwltsation ts cljtiiea 'tnth 1 utaMe iOWpvt 
satioii to hndownur- it will ofltn be t f Vir\ pnijtlahk l'> the 
s/n/er and sfuiR tmiLS it ina\ end in actual loss If the st ite in 
Inelind hui boueht apmictikmal land in Mill's time U would ha\c 
liLtn i loser on account of the fall in the a aluc ol hnd 

to) And under the system of a state dtpartiiicnt tirantinc; ItasO' 
to leriants for aar)itig periods, the mh of lorniftioti and /(tvountivn 
would be a er) great 


(4) Ihe state as liiidiord aaill not be iblt to supph capital as 
cfficientl} ts priaatc landlords for agricultural iiiiiiroacmcnts and 
so agncultural improa emeiits and progress will he discouraged 

question of nationalising all the land iidd in priaate 
d tmns 'mpr^t,t, cable under present lOn 

r 1 properta that is to saa the concession 

ofnew lands gruitcd b) the state to citmens (spec '1^ 01 new 

wouiJdo aaeh UnitcVstates the s,ate 

would do aaell to retain its properta ,n the soil and thus help 

towards sola^mg the socal problem for the future generrtaons 

abolish the p'i-oble^m^of^M single ta\ upor land will 

with the necTssita of imposing o 

disappear e o r eases and it would make poverty 


Cnticisms of Henry George s single tax theory 
all ^he single tax cannot 

upon\n untenable tlieorj^o/nau,r^{'^r[^w'V\’‘^ 1“®^ tax is ba,ed 
single tax a-, 11 abolish poaerta is iitterh unP ^hat the 

by tacts utierla untounded and is not suppo ted 
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Land Tenures 

riie contract rent taken h\ the landlord from the tenant often 
drrerges from the pure economic rent of land T^c economic rent 
of land IS the surplus above eost of production 

The actual contract rent differs from the economic rent on 
account of economic friction Where there is ignorance, lack 
of opportunit) or lack of mobility on the part of the tenant, actual 
rent may be higher than economic rent 

Again where on account of social or other reasons the land- 
owner does not c\act from the tenant the whole of the economic 
rent but onlj a part of it, the actual rent may be lower than the 
economic rent 

Early Tenures 

As Prof Marshall points out earlj forms of land tenure are 
generall) based on partnership 

The two partners are (r) the tenant w'ho is the working partner 
and (2) the state which is the sleeping partner The produce of the 
soil IS divided between the state and the tenant This system 
evisted in ancient India and it also prevailed in many other ancient 
countnes 

T Metayage (or rental by shares) 

Under this system the rent instead of being paid in money and 
bemg invariable during the term of the lease is J)atd in kind Often 
ont-half of the harvest is paid as rent by the tenant to the landlord,, 
but the proportion is not the same in all places The tenant 
supplies labour, he works himself with his family, and some times he 
hires a few labourers, the landlord supplies land and generally also 
capital in the shape of farm buildings, cattle, and m some case-' 
cren farm implements 

The metayage system is much m use in certain parts of Lurope 
particularly in Italy, Portugal, Russia and the countnes of the Danube, 
and also in portions of France We have it here also in Bengal 
where it goes by different names (dha^, batai etc) in different parts 


t For metayage m India, refer to Monson’s Indian Inaustnal 

Organization ( Chapter 111 ) 
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It IS a fact \\orth\ of notice that the jiroportion of land ciilti 
\atcd under the metaratte ‘>jstem has diminished considerably in 
Turopc j and it is aliO diminishing in India 

Advantages of the Metayage system 

Ihe following ad^antagcs lan be claimed on behalf of this 
system 

(i) JAAiv a io/nrno/t interest beiMcen the laitdjord 

Mind tetinnt h\ making them partners in good fortune and in had 
Under other s\',ti ms, the landowner and the tenant ha\c conflicting 
interests 

(e) I poor man can b’come a metayer tenant^ because 'he has 
' not to •'Upply capital Unlike an English tenant farmer who has to 
pa\ the same mone\ rent in good as well as m bad years, the 
metaver tenant has to pav only a proportion of the actual product 
to the landlord as rent and so c\en m bad xtars t/ie metayer tenant 
IS not in distress about hts fay nient of rent 

{3) Competition between farmers paying monL^ rents often 
>cnds up mone^ rents to an esccssneh high lead, but this is not 
possible under the metayage system which fives b\ custom the 
shares of the landlord and the tenant 

(4) Again under metay age, the landlord dots not gam much 
b\ changing his tenant and so this sistem is more faiourahlc to 

I lone leases 

(5) The amount of rent rcceiitd by the landlord being a share 
■of the produce depends upon successful cultnation and so the 
landlord takes inteiest in tlie cultnation and sees to its improie- 
ment This benefits the metayer tenants and also improies the 
standard of culhntion 

The units of interest between landlord and tenant established 
by metay'age, and the benefits it confers on the nictaier tenant 
are conducis e to social peace 

I’rof Marshall holds that the adsantages of the metayage sy&tem 
are considerable when the holdings 'are aery small, the tenants 
poor, and the landlords are not averse “to taking much trouble 
about small things , but it is not suitable for holdings large enbugh 
AO gne scope to the enterprise of an able and enterprising tenant ” 
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The disadvantages and defects of metayage 

(1) An able and^cntjurprimim lL.miU i\ould prefer a fived monc> 
rent hunu'-i. then \\halc\er he produces abo\e that would be hi? 

Under !ntta>aee he lias to gne a part of the product due to his 
superior <4tpaeiiv to the landowner A metajage farmer has also, 
less freedom and responsihihlN than an English farmer 

( 2 ) And the landlord has to take a great deal of trouble 
for the land under metajaut whieh he has not to do under the 
Irnglish tsnani ssstem 

I he land ow ncr lends uapital, and he gets onlj a portion of the 
additional net product due to his capital This seems to be a 
poor unestment to the land-owner, and discourages mrestment of 
t^pital in the land 

1 or these reasons metayage is regarded a? being utisuitable jur 
progressive t uliivatioa * 

The meta) age s) stem is not well suited for large holdings re- 
quinng a tonsidcrablc expenditure of capital, and efficient and 
enterprising management on the part of the tenant 

It has been suggested b) Professor Gide that the contract of 
metaxage may be modified according to circumstances, wath aview- 
,to adapt It to progressue culin-ation The metayer, for example, 
ma> contribute a large amount of capital , or the landowner may 
advance it at a moderate rate of interest 


Peasant Proprietorship 

^\ hen tlic, peasant is the propnetor of the land he cultivates, 
we have the system of peasant "proprietorship The land is his 
own, he supplies the greater part of the labour’ working himself 
with his family and he also supplies the capital He supplies iand, 
labour and capital , and the entire produce consisting of rent, 
interest, wages, and profits goes to him 

The sj stem of peasant propnetorslup prevails largely m France,. 
< in Belgium and m certain parts of the United States In the United 
States, the peasant proprietor uses to an important extent hired 
labour and borrowed capital 
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Advantages of Peasant Proprietorship 

1 he advantages of tivs s\slcm are very considcrahle 
rjJ The peasant know? that he !<: tlie proprietor, that the cnt-rc 
product will go to himself Phis immensely stimulates his energy 
and industry^ " ~ ~~ 

In the words ot \rthur ^ ouiig ‘‘Gne a man the secure possession 
of a bleak rock and ha will turn it into a garden I lie magic of 
property turns sand into gold ” 

C2) The system ot peasant proprietorship not only makes 
the peasant most industrious and hard working it also improres his 
character in other '(a\s The sense of proprietorship gi'cs hmi 
sel^respect ~ ~ 

And the das rc to improae his land by spending capital on it 
makes him temperate and thrift! in his habits He is scarcely c%cr 
idle and seldom regards his work is mere drudgery , it is all for 
the land that he loves so well 


{3' \gain a large bodv of peasant proprietors affords a'steady 
"bulyvark-against political and still more against social turliulcncc 

Disadvantages — 

(i) Marshall is of opinion that t/te peasan/ prppneior ts 
1 an iiidust?tous but seldom an efficient worker- The peasant pro- 
\ pnetors generally stmt the food of themsches and their families, 

I sometimes Ine in tlieir kitchen for cconom\ and are practically worse 
't housed and fed than the better class of Isnghsh cottagers The 
-efficiency of peasant propnetors is therefore low and though they 
j work long hours the\ generalh get through little work 

‘ Wealth is onh a moans to an end which is happiness, the 
peasant proprietors sairtfiu the end to the means 

(2) It depresses the birthrate and prevents a suitable expansion 
•of population 

iz) The system of peasant proprietorship is not so favourable 
to scientific culuvation as the English system Tlie peasant 
proprietors have not much capital at their disposal and they are 
also not so educated and enlightened they do not understand very 
''ell scientific improvements and they have also not the means 
to carry out these improv ements 


a., disadvantages of pleasant propnetorsh p it ma 

be pointed out that a deliberate check exercised upon the growtl 
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of population is confined not only to peasant proprietors but is 
■also to be found among the artisans of the towns and in a very 
appreciable degree among the upper classes And this prevention of 
over-population among the agricultural and the artisan classes is really 
desiralrle from their point of view under certain circumstances 

Tiien for the third objection Increasing diffusion of education 
IS making peasant proprietors capable of appreciating the merits 
of scientific cultivation , and co operation and other suitable 
■agencies are increasing their resources w ith which they can introduce 
up to-date scientific methodb and machinery 

The disadvantages of peasant proprietorship are prominent 
m old countnes, where the peasant proprietor s are c ompara tively 
uneducated mrd ha ve lim ited resources 

And in countnes where the peasants are properly educated 
and have sufficient command over capital, proprietorship offers 
verj' great advantages In the words of Taussig “A ivide 
diffusion of the ownership of land and the predominance of 
■cultivation by the owmers are the most wholesome agricultural 
-conditions ” 

The Indian peasant is industrious and hard working Thrifty 
he IS within limits, _jind also honest and_temperate_tp a,_degree 
Afid'Ke'‘has a great love for the land With more~e3ucation, and 
with a sufficient command over capital provided by cooperation and 
other agencies, he should make an ideal peasant proprietor At 
present their is a sort of dual ownership — the landlord has rights 
of propertj' over the land, and also the tenant who has in many 
■cases dccup^cy an^pTher rights , and as Ireland so m India, 

■a large de-velopnien't of peasant proprietorship is "ecpected tp do a 
deal of good in the future t 

The English system of Land Tenure 

In England, peasant propnetorship existed m the Middle Ages 
Tut in course of time, the peasant proprietors have been 
Teplaced by tenants, holding land under the present system of 
tenure The present system is this — the land of the country is 
owned by a few great landowners , the landowner leases the 


fMorison — Indian Industi ial Organization ( Ch IV ) 
Ranade — Essays m Indian Economics 
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land to a tenant, and the tenant la gencrall) a large capitalist 
farmer, cultivating the land partU with Ins own capital ind 
parti} with capital supplu d b) the landlord 'J he tenant farmer 
hires labourers on fixed wape^ to work for him So under this 
s}stem we have the 1 indlord, who supplies the land and also 
a great part of the capitil (about ' of tlie total capital emplojed 
on the farm) in the shape ol buddings etc, the tenant larmer 
supplies part of the i apital and the management and there are 
also hired labourers engaged b} the tenant farmer I he lease is for 
ear} mg penods and uenerallv lor short periods The rent u 
determt ned . he/ly by . o? .pci it ton 

The landlord gets rent whieh ineludes some economic rent and 
also soim interest on his capital the labourers get onh wages and 
notliing more and the tenant termers rcccne interest on their 
capital and protitb of cultnation 

Under suitable conditions / r when the landlords arc prosper- 
ous and not exacting and die tenants capable and industrious, the 
Jmglish s}stcm has great merits 

The Merits of the English system 

^f^rslnll points out 

sibdm to keep m his owae hands the respon- 

imirmemenes^^ an? ot the propertv (land, buddings and penna^nt 

Shttle t?SnbWnr^ t'"' p^rt which he can look after with 
but II tie trouble to himself and little vexation to his tenants 

capital to Ae\TnantfatT‘e“cip°^^^^^^^^^ 

interest on cost ) This greatlv Lips the tenniL ^ ^ ^ 

landtold^i’LnsiLnwl”fL“d^^^^ 

r esponsible tenan t seiecoon of an able and 

make possible sciemiLcSmaLn’an? a tenants 

ture Ihe English svstem nn i, ^ u standard of agncul- 
discover} and diffusionLf improvcdVethnd promote the 

economises enterpnse and enLg} m ^^^ulture""^ stimulates and 

Dements 

dere"' •»' ments .ufe from 
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( 1) The landlords m selecting tenants are not guided by stnct 

business pnnciples They do not try to get ah^a)s the ablest 
tenants, who wall make the best use of the land In this v,3.\ there 
IS a loss of efficiency ’ 

(2) The dependence on the landlord is distasteful to many 

able men who would prefer the system of peasant propnetorship 
and these men, in the absence of peasant proprietorship would 
engage in manufactunng and other industries rather than engage 
in agnculture. * 

( 3) The position of the labourers is not a satisfactory one, thev 
get only wages and have no other interest in the land 

Marshall remarks ‘‘Faulty and harsh as it has been in many 
respects, it yet had a great power of stimulating and economising 
that enterpnse and energy which gave England the leadership 
of the \\ orld in manufacture and colonization and though in a less 
marked degree in agnculture ’ 

Coudtitotts and himiatwns on large scale produciion in ag> iculture 
Large scale production in agriculture cannot be carried to the same 
lengths as m manufacture The causes of this are the following 

{a) Agriculture must be spread over the broad land, thousands of 
•' I agricultural \\orkers cannot be conce-trated on a small area and agri- 
cultural operations are not easily subjected to a fixed routine Both these 
circumstances make effective supervision difficult 

In manufactures, on the other hand, thousands of workers can be 
concentrated iMthin a small area, even under a single roof and the work 
may be divided into routine tasks of different kinds assigned to different 
classes of workers This makes effective supervision in manufacture 
- "dven on 'a'^lhrge scale possible And so large scale production is 
carried to much greater lengths in manufacture than in agriculture 

(Jj) In agriculture there is a great dependence upon the seasons and 
the use of machinery is not so large as m manufacture These things 
also work against the establishment of large scale production in agri- 
culture to the same extent as in manufacture 

The scale of farming in each country depends upon various 
economic, political and social factors 

In England we have farming on a larger scale than in India Even 
in England however an increase in the scale of agriculture is prevented 
by the follovring facts 

(«) High-grade business ability is required for successful large scale 
agriculture In agriculture the farmer has to do the higher work of 
management and be has also to waste liis time upon much work vrlnch 


12 
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m re il!\ below him The cirmniis of business ibihUcc ire therefore not 
30 high in agriculture ns m manufacture and o'hcr industries, ind jo 
the bcit men lease igricukurc for other occupations 

(61 Again in increase m the scale of igruulliirt will require larin 
buildings and means of lommuriica ion speeialh adap cd to it, and U 
would have to ocercomt a good deal of resistance Irotn cut om aad 
sentiment not altogether of an unheakhc hind (i) ibc risk of laihirt for 
pioneers in this work would ilso be great 

In India, of course wi haic the gencril limitations on large stale 
agriculture which exist in all < oiintncs We haic in addition the 
following circumstances limiting the st ile of prciduction in Inoim agri- 
culture 


The sc stem ot small holdings 

'(2) riie law of inheritance whicli Imoiirs subdivision of holdings 

(3) Absent c of suitable igenciis for suppKmg cheap agneukurd 
capit d 

(4) We have also no: a capable class of farmers hai ing tint know- 
ledge of scientific agriculture maehintrv and markets, ncecssarv to 
make large scile cultiv ition a success 

(5) The risk of failure for pioneers Will be greater m Indi i than m 

England and the people less ihlc to bear it 

(6) The resistance offered In custom and sentiment to the ex'cnsion 
of scale in agriculture is much greater in India th in in England 


The introduction of peasant proprietorship m England 
Prof Marshall lb of opinion that lor England the present svstem 
IS on the wliole the best, and peasant Jiroprictorship is iinsuitecl to 
the economic conditions of England to her soil and climate ,and the 
temper of her people 


Marsha l however points out tvtthiu cerhun hvnls ptasani 
tropnetorshtp as a system of laud town hn ts place r en tu 
Cns^land There arc certam tjpes of men who have a <weat 
capacit) for Rowing fond of the land who would work hard and 
Inespareljif thev have not to call am man their master and 
these men are special)) fitted to be peasant propr ctors and there 

th= Mlotlng- "f arc 

(; Theha of pnn.ogcmtuie »l„ch prl-rents the hnd from 
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hi ini; (h\ idod 'imong the cliildri.n This debarb most citizens from 
oumne: the hnd 

(b) T be Ki\ ol entail 1 nis prevents those pnviiiged persons 
v\Ik) own llic land from easilv di'>posing of it 

(c) 1 lie law of comcj mcing which makes the sale of land a 
lomphcatcd and vexatious alTnr 

1 he obst irlos should be and are being gradually removed 

(2) S'lJttl obslacks 

'1 ho social prestige whiciv attaches to the possession of large 
landed estates makes the ow ners unwilling to sell And so persons/ 
who want to pureiiase land for peasant properties find it difficult to 
get tlie hnd 

The English system of land tenure has its advantages under 
■suitable conditions, so also peasant proprietorship and also metayage 

1 he suitability of land tenures in a country' depends upon local 
economic and political conditions, historical antecedents, traditions 
and customs relating to the cultivation of the land /« genera/, 
peasant projinetorship co existing side by side with large and middle- 
si/cd farms — this is vvuitcd in every country though not in the 
same proportion 

The Cottier system of land tenure in Ireland 

The cottier system is the most unsatisfactory kind of land 
tenure It is a sort of caricature of the English system In the 
cottier system of Ireland, the competition between landlord and 
tenants is cxtrcmly unfair to the tenants, the tenants arc not 
coinparatvely vvell-to do capitalist farmers but poor peasants cultivat- 
ing small holdings The absence of alternative occupations brings 
about an excessive competition among tenants for the land The 
landlords taking advantage of this competition demand a rent from 
the tenants higher even than the economic rent ( and according to 
Fawcett in some cases even higher than the total produce of the 
land) 1 he tenants promise to pay but cannot pay so much and 
are always in arrears to the landlords and the tenants have not even 
enough for their own necessanes The results of the cottier system 
arc a poo> and heavily indebted peasantry, a peasantry absolutely 
dependent upon the landlords and almost reduced to the position 
•of serfs and a hopelessly inefficient system oj agnculture 
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Ihc lmIs of th(. coltur ire inert ^sul l)> the 'ib-tntocisn> 

ol the lindlorcls '\nd b> the np-tciu and unscrupulous character ot 
the niiddleinen a ho eoHeet the rents ol the landlorels 

ihe cottier ''jsitm is hemp praeluallt repined h\ lielter arnnpe- 
menib, peasant iiroprieturship and other tliinps A large number^ 
of legislate e measures passed ht the ]lritisii CiOt eminent hasj 
brought about a great end salutar) change in the condition of 
the Irish peasantr} mcl the state of Iri'Ii igneuliuro 

Summary 

1 trt 1 1 /irri't/iti s i£ useel lo n e m (i) iniotiu from land and other 
free gifts ot natun od and /r <{ n /(/ e"- r< cif pa\ ment for an\ elifTe'entiil 
ad\ant''gi m proelni tion eiijov ed b\ an\ agent in prodiietion fro: land 
laliou , « ipital or organiz {tion) 

2 Kieardo’o < ontnbiition to tlic thcorr of rent i-.\erv importan 
Kent, aieorduig to Ricardo, is p"ld tor ilic indestructible properties 
of the soil, and it is a dilicrenti il letiim Historicalle the b< sC land 
js cultivated firs’, and (to meet the growing demand for produce 
and on account nl the operation of diminishing returns) worse and 
worse grades of 1 ind ha\ c to be cullmicd As the margin of eulciv itlon 
descends, rent inctetscs Kent is net an dement in thi price of 
agricultural produce 

OhjtcUorts 

Some objections usiialh urged igamst the Riearclnu ihenrv arc (i) 
rent is not paid for the inucstruetible. properties' ol llie sod (o') the best 
land is not alvrajs cultivated earlier than eln. inferior grades (is') the 
Ricardian tlicory of rent docs not appiv to actii-'l coniiliions m man) 
countries (v) rent in eeriam cases docs enter into price 

3 Prof Marshall’s masterly rc-statcmcnt of the classical doctrine of 
rent gives a dear and comprchcnsiv'c explanation as to how margin of 
cultivation, the amount of produce, the amount of rent, and the price 
of produce are determined, and the relation betvTCen them Rent is a 
surplus abov e cost 

4 - Ihcrc 13 in intimate conneeaion between the law of diminishing 
returns and rent Without diniimslung returns, there would be no rent 

5 T^he rent of a^j iculUiral land is due to differential advantages 
relating to feriiht) and also convenience of situation Rent of nttvts 
includes (a) rent proper (<5) and a pa>mcnt as compensation for the 
exhaustion of minerals Situation Is the factor of special importance m 
determining the rent of urban sties 

6 Actual rents are less than the economic rent in Cngland under the 
mflucnce of public opinion and class sentiment , they are less than the 
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economic rent m many countries of Europe under the metayage system 
on account of the influence of custom, but were greater than the 
economic rent m the Irelf^d of sometime ago 

7 Rent is not an element in the price of agricultural produce — the' 
pa>mcnL of rent does not affect the price of produce in the market Rent! 
, IS not the cause of the high price of produce, but high rent is rather the 
effect of the high price of produce 

S The value of agriculturaf produce determines rent , and rent m 
turn determines t\\Q, •value of land 

9 In the shot feriod,t\\t net incomes from the appliances for 
production (viz machmer}, factory buildings, business ability etc) ha\e 
enough resemblance to true rent to justify us in calling them quasi-renfs 

10 Rent IS affected b\ social progress m different ways The causes 
which make the margin of cultivation fall bring about an increase 
of rent, and the causes which make the margin ascend bring about a fall 
of rent 

11 The argument for the taxation of the uneaiiied increment is this 
The unearned increment is something which is not earned by any 
expenditure of labour and capital by the landlord , but is due to social 
progress, and so should be appropriated by society 

Objections 1 he usual objections advanced against the taxation of 
the unearned increment are (i) the state is not justified in taxing un- 
earned increment because it does not pa> compensation to owners of 
depreciating propert}' (u) practical difficulties about {a) ascertaining 
the ex ict amount of tiic unearned increment {b) and finding out the 
person who is in actual enjoyment of the unearned increment 

12 Nationalisation of land mB.y {a) vr\t\\ com’p&'ns'ition vith- 
out compensation to the existing proprietors of the land Nationalisation 
without compensation is opposed to law, morals and public policy 
And as against nationalisation with compensation, The principal 
objections are (i) the fiscal difficulty m connection with the purchase of 
the land by the state (u) the expense of managing the land by a costly 
public department (ui) the risk of corruption and favouritism 

13 The metayage system has very considerable advantages when the 
holdings are small, the tenants poor and the landlords Milling to take 
a great deal of trouble but ordinarily it is not quite suitable for 
progressive cultivation The English system with all its defects and 
harshness is very well adapted for scientific cultivation and a high stan- 
dard of agriculture, and has great power of stimulating and economis- 
ing eneigy The system of suffers from certain 
defects in countries where the peasants are ignorant, unenterprising and 
have limited resomces , but it offers very considerable adi antages, and 

wholesome system where the peasantry ha\e education. 
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energy orfrnnizoUon .iTid 1 bufiiuj-nt commn.ndtvver .apiul M-irsln! 
•atlmiis that AMthin a hnuud ••phiro- Uit.r< i<; ‘-top., for ptT>nnl 
piopriLtnr ship c\tn in t nt'I ind Inii ihiirt. irc obslacles to i>c otcrcomc 

ftncstionB 


1 WInt UL iht difUri III In which the oord ant’ a umkI ^ 

Whit do toil nndcri^ ind hj foe ors of ni.irgm il capaciix and faetorv 
of sti])crnnrginal Lipaciti 

2 biatc and cNinunt the liitardiin thtor; of rent {tp*-, ’Q’o) 

3 {a) GiM'britfle M irshall’s rc*st lU im nt ot tlic (libbli,al tht'ort 
of rent 

(/;) W hat is thi i( 1 iiioa of tin 1 iw of Diminishing Kf turn to Ren 
(igii) 

4- Dcsitibt flow pi) ant 01 ipru-ultural lind (/>^ rtnl of mines (t) 
rent of binldir 2 mtts an di ternnn d 

, 5 (") Di'ieiiss the proposition ‘Rent is not an ttcmcnl in Uic 

price of agricultural produce (C 1. tQoo') 

(/i) Ho" is rent rcl ited to price •' (joi; II ) 

(c) What IS tliL relation litiwcm the rent of 1 ind .and ific pritc of 
land 7 

6 Do letirnl rt nls in Pnel ind m continental ticiavtr counlCius 
and the United ^t ties correspond to the n nt of Uitardi in tlicort ’ 

7 (rt) \\ rite a note on Ouasi-renl (C U igul 

(Ji) Itaplam Ouasl-rcnl and disciisj the al iLion l>et"«,en Qu.asf 
rent and true Rent Ogi2 H) ~ 

3 Discuss the effect upon igncidiural rents (,/) of agnt nltural 
improecmcnts (/i) of improeements in internal ineani of rommimication 
fc) of opening up of a nc" source of supply of acrieultiral products 
(C L 1912) 

9 \'ihatdo'iou understand b\ tbe Uneirned IncrcntintT State 
bnefl} tlie argument in fa\ our of the taxation of Uie Lmarned Incre- 
ment. Point out the practicaf diflicul its nnd tin, theoretic it objeetions 
to the taxation of the Unearned Inurement 


10 W'hat IS nationalism ion of I ind ? Cons, di r the questions of 
(o') nationalisation with compensation (/-) nationalisation without com- 
pensation 

11 Gi\ c short sketches of the folltn-mg s\stcm of land tenure 
pointing out merits ard defects 

(rt) Ihe metayage sxsiem (fi) peasant proprietorship (0 the 
English s\ stem i ^ j 


* 12 Remark on the characteristic merits of peasant 

W'ould 3 oil advocate the compiilsorj introduction of such 
England ’ Give reasons for vour answer (C U 1900) 


proprietorship, 
a svsteni m 


0 



CHAPTER III 

WAGES 


The Wages Question 

In modem industrnl communities like England, France, 
German) and the United 'state-,, most men ( and a large number of 
M omen) are wage carncr-i I’or the vast majority of the people in 
these countries, the uagos f|ucstion is the great economic question, 
be tundamental problem relating to their economic status, pros- 
]K ni) and progress 

1 he prqblem relating to wages is one of great complexity mflu- 
I need by an immense \anet> of factors, economic, political, social 
and ethic,al “riic wages question is a question of culture” 
( Ilrenlano ) 

^ Wages 

■^/Definitions of Wages 

(x) Pi of Gide's viav 

'1 he word “Wages” is sometimes defined by economists to 
mem the income received by a person for Ins labour This 
definition is regarded by Prof Gidc as too wide 

And Prof Gidc remarks that the term wages should be applied 
only to the remuneration for labour, performed under certain con- 
ditions, the uotd 7uagfs should be applied not to mean the price of 
every kind of laliogr, but to the pruc of labour, hired ana employed 
bv an entrepreneur 

•I In countries lAc India vrhicli have not yet fully adopted the modern 
industrial organization, large numbers of workers arc not wage-earners 
employed by a big employ cr but they are their own masters working 
IS independent producers on a small scale 1 he average Indian peasant 
IS an independent producer working on his own account, and not a wage- 
earner employed by' a master $ and there are multitudes of these small 
producers in the Indian handicrafts and cottage industries There arc 
also millions of wage-earners in India, but theyfo’-m a much smaller pro- 
portion of the population in India than in England or the United States 

So there is a measure of truth m Sir T Monson’s statement “The 
rate of wages is a matter of very slight concern to the working class of 
India” ^Indian Industrial Organization) 
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(2) Some NMiteis use the expression wages ttt a wtde^seiise 
to mean the price paid for the servius of labour And By labour 
they include all the various kinds o^t personal sirvues, for 
■which a payment is made The iiord MVages” in this sense 
means tbe earnings of labourers hired by the entrepreneur, 
the earnings of the entrepreneur himself for his labour of super- 
intendence, the earnings of professional men, the salaries of salaried 
employees etc 

riic entrepreneur for hts own labour of superintendence gets 
an income called the wages of supeuntendence So the term wages 
IS applied not only to the income of labourers hired by the entrepre- 
neur, It also used to mean a part of the income of the entrepreneur 
himself 

t 

f Reil and Nominal Wages 

The real wages of labour are the remuneration of the labourer 
reckoned in the necessaries, and conveniences of life that are given 
for labour The nominal wages of labour consist of the quantity 
I of money paid 

Prof Marshall quotes Adam Smith “The real wages of labour 
may be said to consist in the quantity of the necessaries and con- 
veniences of life that are given for it (labour) its nominal wages 
in the quantity of money The labourer is rich or poor, is well or 
ill rewarded, in proportion to the real, not the nominal wages of his 
labour ” 


And Marshall goes on to point out that the words Hhat are 
given for It" must not be taken to apply only to the necessaries, 
tonveniences that are diratly provided by the purchaser of labour 
or its products , for account must be taken also of the advantages 
< Whii-h are attached to the occupation and which require no special 
ou'ia]’ on hts part ,1, 

Two labourers earning the same nominal wages may have veiy 
unequal real wages 


In calculating the real wages of an occupation at a particular 
lime and place we have to allow for {a) variations m the purchasing 
power of money We must pay special attention to those thine^ on 
which the class of labour in question spends most of its wages " 

{h) Allowance also must be made for all trade expenses The 
net income of the hamster for of the doctor) is his gross income 
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minus his trade expenses like the salary of a clerk, the cost of 
keeping a carnage etc 

( ) \Ve must allow for the certainty or uncertainty of suuess 
and the regularity or irregularity of employment m the occupation 

{d) Wc must take into consideration opportunities which the 
surroundings afford, of any suppleinentarv eat mugs for the man 
engaged in the occupation or tor other members of his family 

(e) Allowance also must be made for varieties in the form 
of payineni certain quantities of food and drink or the 

rent of a cottage etc are given bv tlie employer to the labourer in 
addition to the money wages 

{f) Tht longei duration of labour pow&i in some occupations 
in some countries must also be taken into account If two labourers 
work at the same nominal wages in two occupations, that one 
receives the higher real wages who lives longer than the other 

We must also take into consideration that one occupation is 
healthier than another, or that it gives a better social position, or 
that It IS. more or less dangerous to life and limb, or it offers chandcs 
of high rewards to some members of the occupation, and so on 

The attractiveness of an occupation to a labourer, depends 
not upOn money wages but upon the real wages, the net advantages 
of tlie occupation 

In iomparin^ the relative prosperity of labourers in different 
countries, we have to covipate not their money wages but then real 
wages Money w'ages may be the same in tw 0 countnes, but real 
wages may be higher in one country than in the other, and the 
labourers in the country with higher real w’agcs w ill be better off 

Prof SeUgman uses ‘real wages’ m a somewhat restricted sense 
‘‘Money wages are actual wages paid in money j real vages are actual 
commodities that the money wages can buy” He seems to exclude 
other advantages attaching to the occupation 
/ 

■V Time wages, piece wages, efficiency earnings 

The earnings or w'ages of a person in any given time, such tis a 
day, a month or a year constitute his tune wages or time earnings 

We have a system of piece tvork wages when wagcc arc paid in 
proportion to the quality and the quantity of the work done by the 
labourers 
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nfSf ‘'""d cf5cienc3 required 

le labours are called efficiemv earmngs or eflScicncv wages Itr 
the words of Prof Marshall ‘The tendency of economic freedom 
md enterpnse to cause e\er)'onc’s earnings to'find their own level 
IS a tendeucy io equalitj of effjctettcy earmngs in the same district” 

Wages and cost of labour to the employer 

' For the unployer low ivaged labour whuh is uicmcient is really 

dearer than high-waged labour which IS efficient ^ 

rerhsed'brlhrfuH?"'' ''ages and its truth is verj wdf 

1 , ^ higher wage vu, two pounds a week but he 

hTht "r'' ’• " «>« 

pound of Si wi Ch he Ser f ° ^ccausc for each 

employer a larger product than thTlow\?g?^^^^ 

perX''muTwMh\'n\^^ wages 

but the low efficiency of IndiaTkbou^ °m?f ’"ti ’ 

to the employer high'erm lnta th:^^^^^^^ 

a low wage, on^acfounTof'thTdifferS i^^^^ 

the same quantity of machines - 1 bU i efficienc) (and both using 

.0 «.e c^pV, f "I’ S'!,:-'?”” ? 

emjilojerwath the same quantit) of machincJ? ^ 

yj Some peculiarities in connpr'-mr, ■„ i.i 

"supply of labour with the demand and 

I^rof IVl3JSl3Q.ll nOtlCPS Tryll/-! 

of the forces of demand and suppK vnfK^ tn the action 

of great importance m the theorf of wage^^"^^^ labour which are 

(i) The worker selh Jin i, 1. ^ 

(he does not sell himself like a ^^ii»self, 

of production) nimodit} or anj material agent 

forethought and lhe„„s5r.sh„d™f'ta „m'?te'’' 
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"■ (;) Th' sdltr of (hf huom vunt ddrvLt It hvmdf And il is a 
t.ntti r uf iiiiporlancc to Inni tint the phcc \\ here he is to labour 
1 " a healtln one, nhcu he \mU ha\c good associates and other 
h 1\ aimgt 1 

1 1 ) Inlwur is pindinblt It -x hboiircr does not work for 
"uini <h\s on an o int ot io-s ol employment, his labour for those 
('a*, s Is imtotahli lost and c-ninot bu rccoiored 

riu si.IKrs of hlioin are generally pooi, they have fw 
r'Sif-’i luttd ind th(,\ (^annot cisilj withhold the supply of their 
Ubmir from tin inaikei lor these reasons, labourers generally 
s{n ding an, u a greit disidxuUigc in their bargaining with 
( mpIo»,<.rs 

(s) \nothrr f>< I iilnniy I (insists in the slo'vntss of the grenoth 
nf ncu' supplies of labour It takes tune to prepare and tram 
laliour tor Us work aiul the returns from the training also come 
slowb 

It Is to he notm <1 that m these respects the position of the 
Indian labourer is gt nerai!) nuieh weaker than in England and 
othir countries where labour is celueated, efficient, wellorganued 
and lielter paid 

Is there a general rate of wages ^ 

l.conomists are duidcd on this question 'Die two diffiTrcnt and 
opposed Mcws arc given below 

( J) There is no general rate of wages 

1 here are dillcrent kinds of labour and so there are different 
rues nf wages 

(;) Canjtr 

1 here are almost as man> kinds of labour as of produets 
anti n will he quite as iinrC esonable to find a general rate of wages 
for Irijour as to find a general priee for products 

(ri) J\ far shall 

So also Prof Marshall “There arc no such things m modern 
sonetj as a general rate of wages Ihcrc are as man) different 
rates as there arc occupations and each trade, profession and 
occupation has its own wage ,jirobIcm 

{B) Seligman ' , 

There ts a general rate of 7vages in the sense that it varies 
comparatu'cly little as between a substantial minimum for the 
bottom grade and a not very much greater return for the higher 
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gncks of tho=c labourer, uho^t number', irc of importance. In 
mitresr^’ ‘ 'v ige/ like a ntc of 

Uie me "'and 'nd ue speak of 

^ ' '^n^rice. Siiuihrly \se nn\ .pcaf of a eeneral 
rate of ^^age. and a ns^ or fall m the Imel ol naec. 

Theories of wae:es 


(i) The theory of the iron law of wag’es 


Worker? a d, Myur ts c (ovmphl} 

proJucdon \nd deit-rmmed In its eo.t of 

I roauct on \nd i\ bat is th,s , ost ul projm imn of labour > 


his familj ){ ^ '»'ninium neces.an to nnmtam a laboiirtr and 

received lVport'’fromR,oa?do ami VaTml Td 

I ....no .o ,u,c. .h. '» 


cco„om,«l,‘S°[ In, I'coV'bioS' .'b"n1k"'KI., '’ikf ' 


TAc opjechons to this theory are ck ar n„rl n., , . 


, s le,. •‘■'U tnenuielmme— 

\}) Inis tneor) cannot satisfa< ronl, i . ” 

It ages in different ouupations <-’'Phm the meqiubti of 


the same i'^Arn^ccTsa^i'S praetically 

occupations like clectriuil emrm, , 'ibourer engaged in skilled 
and unskilled occupations Ire different’ pf "'^ges' m skilled 
properl) explain the inenualitv in unr,,. theor) cannot also 

different tunes ^ cot/n/nei oT at 


The amount of necesssrif.^ ...... 

at different times by an ordinary labou??? countries o 

the Avages may be different ^ “dourer may bo the same md vc 



(2) This theory takes notice only of the supply side of labour^ 
t e , tlie number of labourers and it neglects the demand side 

And as regards the supply side it makes the mistake of holding 
- the view that the supply of labourers is determined simply by the 
neeessanes of existence 

(3) Again as Prof Gicle points out the theory is either too 
optimistic or too pcsstmtsiit 

The theory is too optimistic if it holds that wages cannot foil 

below necessaries of existence — m the worst paid occupations 

wages do actually fall below neeessanes 'Ihe theorj^ is too 

pessimistic if it maintains that wages cannot nse above neeessanes 

— the wages of labourers in most of the skilled occupations are 

much above the necessaries of life 

^ #• 

The golden law of wages 

Some people maintain that the w'ages of labourers belonging to a 
particular class arc determined by the standard of living prevalent 
among that class As the standard of living of a class rises, the wages of 
thatclass would nse 

CrttictsiH 

Such a theory of wages Is too optimistic, it would make wages 
depertd upon the wants of the labourer aad not upon his productivity 
According to this theory, the labourer has only to increases his wants 
to increase Ins wages (This excessively optinns_tic theory of wages is 
called the golden law of wages ) 

(2) The Residual claimant theory of wages 

This theory has been developed by Walker one of the most 
onginal thinkers among the economists of Amenca, The substance 
of \Yalket!s theory is this— 

The labourer is not a commodity, he is an instrument of production 
and the value of his labour depends upon his productivity 

Wages are detemniied_by ihe productivity of labour 

'^nd the wage earner is the residual claimant in distnbution 
He^is the residual claimant in the sense that he receives all that 
remains oj the total product when the shares of ihe other agents of 
production (vi7 rent, interest, profit) have been deducted (Wages = 
total product of industry— rent— interest— profit) 

Rent, interest and profit are fixed by the laws of rent, interest 
and profit , and as there is no law for fixing the amount of wages 
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to be paid, all that remains of the value of product goes to the 
labourers as wages 

When there is no additional demand for land the rent (of land} can 
not nse, when there is no additional demand for capital there is no 

p'mX IS no additional demand for 

empIo>ing ability profit also cannot increase, and if under thebe 
circumstances there is an increase in the amount and value of product 
(due to invention of machinery or due to the improvement of 

XTt'o of the ^creased value 

Will go to labour as the residual claimant 

Walker 

imi b" which increase- rhe rvr a every cause, whatever that 

of the'o ““ ‘"'""s “ “> »“ 

luon underlie 1 ^ ^ remuner- 

scnse that even if Tni one or aM ouffot^r^aglnU *" h'’" 

come s) engaged m any given increase i 

Criticism of the residual claimant theory 

o'- hbo-irers unioVs'j'cann^^^^^^ combinations 

cannot increase residual shares Ac because trade unions 

rvKc^.ugcs n„d so .ho ics^SS 

iho influonco c.orciucd "in "the'ahl,' JPfo account 

upon ,ho ™o of V .ge, Th„ „ . --c.ty of labour 

onh nilef urtnin conhi,o,is~hc '^^zes of labour 

the residinl sbaret, “unless bv labourer^ will get 

uuerv^nln or t'lfough incnuuible liu - “'^S^^ct of their own 
force of law” tliev arc (leprned of a nn "" customs having the 
‘^f production ^ ^ of it b) the other a-ents 

And m actual pnctice Die « 7 

res, dual, h.nnntthel;%^°r/;l’'^"\''^^^ often not realised 

> teases to anplv to actual wages 
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(3) The Wages Fimd theory 

i he wages fund theory wis during filly years (1820-1870) the 
accepted doctrine ol English ei ononnsts on the subject of wages 

1 his iheon’ has been nnicli criticised and is now generally 
reiected 


The subslatue of the. (heorv is this 

1 he total amount of wages jiaid in a country depends upon the 
iimount of capital set apart lor paying wages The amount of 
■capital set apart for pajing wages is the circulating capital of the 
countiw and it is called the oti.^es fund 

\\\c demand /(ir uinsisis of this wt^es fund for paying 
labourers and the supply af labour consists of the number of 
labourers Wages, (that is the average rale of w'ages) d6pend 
upon the suppl> of and demand lor labour, svaqes a re determ in ed by 
^Vt_^ng tliejvagcs fun^hy tjie nun^r plJaVoufenf 


^Vages Fund (cuculating capita l) 
Number of labourers 


= Average rate of wages 


If the wages fund amounts to 30 million pounds and if the 
labourers number 2 million, then the average rate of wages will be 
^15 per labourer 


Conclusions from the wages fund theory 


The advocates of the wages fund theory draw' the following 
conclusions from the theory 

(a) Wages can be increased only by increasing the circulating 
capital of the country or by diminishing the number of labourers 

(iJ) If there is no increase in the circulating capital or no 
diminution m the number of labourers, then the attempt of one 
class of labourers to increase their wages wall either fail or will 
succeed only at the cvpense of w^ages of other classes 

The wages fund theory IS thus very pessimistic as regards the 
future of the working classes And so it has been very unpopular 
with them even before its rejection by scientific economists 


A short history of the wages fund theory 

The wages fund theory was the wages theory of the English economists 
of the classical school for about hatf-a century (1820 1870) 
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In Malthus we find tliat a certain fixed proportion of the total fooc 
prouuce of a countrv (and this total produce also is supposed to bt 
t ved m amount) is supposed to go to the labouring" classes 

James Mill suos'itutes capital fo“ goods m hts reasonings Jolir 
Ntuart Mill tdop.s his father’s doctrine w ith some modifications and 
gives final shape to the i ages fund theory 

‘’\A ages depend on the proportion bctu,cen populaho.i and capital 
wages n caning ot course the general rate cannot nse but bv an increase 
o tnt aggregate funds emplo3ed in hiring labourers or a diminution 
in tht number ot rompe itors for lure ’ 

F D I oug< 's md Mr Thornton’s attacks on the wages fund 
ncory ted Mill m 1869 to make Ins celebrated recantation and tc 
ac nouiedge ihi" he has been wrong in his statement of the theorv ol 
Wag s ^ 


I ven liter Mill's surrender, the theor> of the wage fund was 
dcicaded b> Prof Cannes who attempted to reply to the arguments of 
1 ongt and Thornton 

ever com pletelv collapsed after the attack on it b\ 
^ a"* The U ages Q ucstion ” He maintains that wages are 
an?t .1 /d proportion between population and 

nduVmc P^^^uct of the present 

' > «- nee p eduction furnishes the true measure of wages 

7no‘filid wiVcff maintained that there 

."“1 ;" 5 '!„' ro 1 *■’' ' ^ " “ *") 

abloLTesTloarfald^T" P-assighas attempted and w,th consider- 
nlJr^ reconstruction of the Mage-Fund 

C) w mts-iunds in tl7hanr)<i 7 are advanced out of capital 

fixed a 7 roughh predetermined 

hums -^ccordIng to him, the waircs-fund flnr7 considerable 

I^rmancntand unalterable relatio-. o rrdcStal '7 "f" 7 

the relations of certain kinds of wages but on 

rap,talis.sof our modern com '^v^ 

(Prof T aiissig «avs the final word nn ri, ^r, '' ^&r:s and Capital) 
IS ih It Jicre IS an clement of truih m the v^-!p conclusion 

a limited degree of clasticitv to watres ) allows 

Criticism of the wages fund theory 

(r) >> a:;es arc not paid out af -c 

wn of capital Irakis aic a/d £f L "idvanced 

IFum couic frun thtnaiional d,->J ^ product of industry 

not 1 fixed fund hut u ,s a flow 
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The labourers by increasing their productivity will increase the 
■national dividend and can thus raise wages without increasing the 
so-called wages fund 

(Any other cause w hich increases the national dmdend makes 
■possible an increase of wages, other conditions being favourable) 

(2) Tht amoimt of lapital from whii-h wages are advanced ts 
not rigidly fixed as is assumed in the wages fund theori There 
IS no fixed wages fund It is an elastic amount and it wall increase 
w'lth an increase in the remuneration for capital 

(3) The wage fund theory implies that there a national wages 
fund set apart for hinng labour , and ot course this national wages- 
fund must be a total of individual wages-tunds m the hands of 
individual employers As a matter of fact (here are no such 
individual waites-funds set apart exJusively for hiring labourers and 
far doing nothing else 

(4) The wages fund theory makes the mistake of neglecting 
the fact that an increase in the number of labourers increases the 
product to be divided 

(5) The unsonndness of the w'ages fund theory is ilso proved by the 
•following cases 

{a) If the ■wages fund theory were correct then wages would necessanly 
fall after a war on account of the destruction of capital and the consequent 

deaease m the national wages fund But actuallj wages do not always fall after the 

end of a war 

(b) Again if the wages fund theory were true, wages would alwav-, fall after 
■fhe end of a crisis which destroys part of the national capital Actually, 
■however, this does not always happen 

(c) According to the wages fund theory wages would be low in a new 
country •with its smaller accumulation of capital, than in old countras with their 
larger supplies of capital We often find, however, that wages in new countnes 
are higher than in old countries 

(d) Again strikes often increase the wages of labourers without m any way 
increasing the wages fund 

Such cases which cannot be explained by the wages fund theory and which 
arc arguments against the theory can be multiplied 

Mill’s two propositions relating: to capital winch sup- 
port the wages fund theory and Marshall’s examination of 
them 

(1) One proposition is that mdtntry ts Inntted bv tatital From this MtU 
'~arguis that tndnstrial activity independent of tne grovoth of capital cannot raise 
’ rate oj wages In answer to this, Marshall says that the proposition that 


13 
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Indus ly I is limited b) capital can be esplained so as to be true but a similar 
ei.plaDauon ^\oiild make tht. btatcmcnt that capital is limited bj industxj equally 
true ^This proposition is used by’ Mill to show that since protection cannot 
increase capital and since mdiistry is limited by capital therefore protection cannot 
iiierense industry The cause of fret trade however does not need the support of 
such a weak argiiiiienL it is strong enough in itself) 

(2) Another proposition of Mill is demanH for commodities is not demana 
jor I cm larshall says that this proposition expresses Mill s meanmg badly 
Ihc propcsition may mem two things 


E always mie in the sense that the direct hire of labour is more 

lx icfiual to the IdH)urer than to spend it on buying commodities 

a 'nT at if a consumer of re-idy made arUcles becomes 

•-n‘Plu\tr of labour and postpones his ow n consumption of 
hi sam, 1 t "ages with it then he does some good to the labourers But 

Turch i r the same benefit to labour if the 

urch 1 , r h id made no change in the m^c of'his expenditure " T/ 

I'f 

^ (4) Demand and supply theory of wages 

f f ^ J ^ ^ 

ihe supth 

iinraui'tl nrodiipi'ivT 7 l^hour depends upon *the 

nnrgmM Knror ^ of labour (the net product which the 
. contributes^ T/se demand pnet for labour n 

bmon page' productivity (bee general theory of distn- 

uid aKo UfFefficifnc^tTlab "omber of Jaboutej;?^ 

mg Ihe number ^oMabJiurcl's'^ oTby^ mcreas- 

by increasing both Ihe fartnr ^ 'ooreasing their efhciencj or 
labour arc comparatnely simnlp'’ K ^^>0 efBacnct of 

numbers arc more complex and aa '^^ich regulate 

Ur question of numbers, \\e havp somewhat In considenng 
population Jt 1^ the standard nt l,m, the general law of 

n-itc of growth bt "popufatloi/bn chiefly determines the 

rnd the standard of hvinc o' oountneb 

'biosc satisfaction the individual number of other wants 

than mamage or family ii,e .nr,j more importance 

o influence wages jubt as the lost nf h\ing may be said 

mfluenecb its price by liimiation of the commodity 
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he ‘=tanthrd of Ining afitrfs the supply of labour, (i) partly- 
U) mtrcasing the age for marriagi and by restraining the increase 
of number^ and (2) "also bs increasing the efficiency of laboiK^J 
(\ rise m the standard of Ining for workmen increases thfifr 
cfhf tenet because such a n-^e nitans better and more plentiful food, 
clothing and house accomodation lor these ttorkers, and also largei 
leisure and iniproted opportunities for education Other things 
beinc: equal, a restriction in the si/e of his family enables the work 
mm" to maintain a high st tndard of In mg for himself and hrs 
faniiit but null high produLimn of labour as in a new country 
the norknian is able to mamiain a high standard of living even 
AS nil a large lamil), and h's growing sons are great helps and not 
hindrames to the settlor in the rich soil of a new country ) 

In the long run, rise in wages generally increases the numbei 
of laijourers and ^o increases efficiency by raising the standard 
oflnan" A fall m wages reduces the number of labourers and 
also reduces efficiency" , 'I he rate of wages that is sufficient to^ 
attract a certain quantity of a particular kind of labour is the supply ' 
pnu of that labour 

M\Jicn the demand and the supply prices of labour of a particular 
knrcTare the same, wc have an equilibrium of demand and supply 
and an egutlihnutn raft of wages j , 


Mobility of labour 

The supph of labour is adjusted to the demand for it by the 
mobibtt of labour This mobility consists {a) in the movement 
of adult labourers from one occupation to a jnom profitable 
occupation (p) m the growth of new supplies of labour from the 
children of labourers who grow up to manhood 

Verltial inubihiy power of labour to move from one 

industrial “grade to another fforwontal__mobihty means the power / 
oflabourert-tcT^^ from one occupation to other oc^^tions 
of the same ^rade There is only a^rnaimegfSC ^rvertical ' 
mobility*, butlhe amount of honrontal mobility is already ve > 
r^n^irhrable and It IS increasing on account of the increasing^J 

ffiffusmnS education and the breaking up of the barriers bettveen - 

different trades tlirough the introduction of machinery' 

Taussig’s theory of wages '' 

Prof Taussu^ sat s “The simplest and clearest mode of stating the 
,h Jry of gSl wiges ,s, m my J'i'te”"™' “ 

deiei mined by the discounted inarpnal product of labour 
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Now the expression margniaT pro-inct is obvious enough But what i 
tiisiouiil ? Discount implies an adsance Production under modern roinid 
aliout methods takes time , and the labourers are maintained during this p^nod 
by advances from capitalists 

The capitalist employer advances lo the labourers as wages less than what 
the labourers eventually produce, the capitalist employer discounts the product 
of labour, and thus makes his gam 

The practical man readily s_es that the labourer cannot be paid as much as 
the product will sell for , otherwise nothing will be left for the employer and the 
capitalist Ai2dat'uha< raU will the Juiure product of labour be discounted’’ 
Taussig says that normally the rate of discount is the current rate of interest 
and the eime>itiateofp)oftl<yrthaX'p\rUc\pQ.T kind of business -vexA the product 
of labour h, me: thus discounted will give the 1 ate of wag's 


Oriticism of Taussig’s tbieory 


objwUons nnswer the two following 

onihLr^f' the discounted marginal product 

of labour ir ir dun and abstract one, remote from the problems of real life 

(2) If wc arf^e that Ae rate of interest depends upon the excess of whal 
he labourers produce in the future over what is advancTd to them '“ L present, 

advances m laLrers; 

r«.M "Th”“l,ou're?Ek. If*"'" '“V"”"' - 

deducting interest and profits at th» current ratas 

s Ssr.?' "f, xz. "r ir *■ ’] 

i 

- Different rates of wages m different occupations 

' dtfferetci occupatiom are 

, Jucach 0 cupation, thT^ZL f Z iT 

, rJation between the demand foT^snr-v, depend upon the 

. Mich labourers and imrvr, ,i. ° and the supply of 


Mich labourers and upon the rehtun 1 

Hbounng class and the cmplojnng chfes strength of the 
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There are special considerations to be borne in mind m 
any attempt to explain the difierences of wages in different 
cmplo)ments 

Some causes of differences of wages in different employments 
are J:he follownng 

/ (1) Agreeableness or disagreeableness of the employment Other ^ 
things being equal, an agreeable occupation would command a lower 
rate of wages than one not agreeable 

The ease or difficully ofjearmng it and also the expense of 
Iramtns^ "OtHeFThings being equal, an occupation requiring expen- 
sive training tends to have a high rate of wages '' >- 

(3) The regulaniy_or jrfegulartly jof nnployment Irregularity 

of employment "EaTtobe compensated by liigK'wages when emplov 
ment is available - — ‘ 

(4) Certainty or nncert atniy 0/ success ^ ^ 

(5) Sup plernentafy earnings a.nd any incidental advantages like 

gifts of food and dnnk or rent free houses etc (6) Social advan- 
tages or disadvantages (7) whether the emplo}ment is a healthy 
one or not, whether it is dangerous or riot In dangerous emploj- 
ments, wages are generally high Cfjsc. / ^ ^ 

In other words the attraction of an occupation lies not in its 
money wages but in its net ad vantages , and low money wages may 
be compensated by other advantages 

Mobility IS an important factor Other things being equal, 
efficiency earnings tend to be equal in different occupations when 
there is perfect mobility Want of mobility produces differences 
in wages for the same kind of work in different occupations The 
wages in certain occupations {eg wages of the doctor or of the 
solicitor) are very high because of tins absence of mobility The 
masses of the people are prevented by economic and social con- 
ditions from entering these occupations in any considerable numbers 
and so the earnings remain high Wages also are high when the 
numbers in an occupation are artificially restricted b> combination 
among workers 

Prudent men when choosing occupations for themselves or 
for their children should look not only at money wages, but 
also at other advantages and disadvantages of different occupa- 
tions — they should attach a proper degree of importance to the 
expenses of training for the occupations, regulanty of emploj- 
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ment in it, chances of success, whether the work is agreeable, 
healthy, safe, supplemental earnings and also social advantages 
■^^hen occupations otherwise suitable and profitable are rejected 
onl> on grounds of sentiment and social prejudice by a man 
choosing an occupation for his son, the son is injured economical!) 
and the nation also suffers If the occupation of a lawyer is chosen 
for their wards by many father^ on grounds of social prestige, the 
jwofession is overstocked, the earnings are low on an average for 
the members , and there is a great loss to the nation through the 
wasting of many young men with their abilities and energies frittered 
away which might hav'e been much better used for themselves and 
their countT) 


An evil paradox 

It has been seen that generally <jpeaking the more disagreeable 
the occupation, the higher the rate of wages We have how ever 
the evil parados that Me of some occupations ts a laust of 

the lo^mess of the wa^es paid tn them and the reason is tins 
wSe to have his work performed by skilled men 

to high rale of wages on 
Ur 1 oopleasant nature of the w ork So he has the w ork 
emn 1 o./r labourers who are not worth much to an) 

emplo)er and who earn very low wages And the numbers of such 
labourers are general!) large and their mobilitv is small and thus 
their wages are kept from rising 

t Low wages of women 

One verv noticeable thing about the 
wages of women are generall) lower and often "'ornen is that the 
the wages of men Women’s wages are " ery much low er than 
to maintain a woman even if -le cases insufficient 

enough only as an aSviran wage lo snnn^"" 

It has been calculated ihat in mi 2 the family income 

workman in England amounted^ to /“t 

average wages for an adult wnri. -^^'Ss-pd per week, and the 
half this sum orking woman amounted to less than 

pToSL'cnhelS ‘l”= grave socml 

of „s 

3 rvurpassed (Principles— Book II) 
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The (.auses of loiv 7Vai^es of women 

{\) One reason generally advanced is that women are in most 
oases less productive than men But this is not, however, always 
the case I 

{2) It IS said that a woman has a low'er level of subsistence 
and few er needs than a man Moreover a man has to earn enough 
siages to maintain himself and his family w'hereas the wages of a 
Oman go generally to maintain only that woman These things 
depress women’s wages 

But manv women workers have to support not only themselves 

But also dependents in England these women workers with 

dependents to support form about two-third of the whole So the 
low w’oges of women cannot be explained adequately in this way 
There are other causes 

Women generally occupy non-competing groups relative to 
men They are prevented by custom, lack of training, trade unions 
from entering many skilled occupations in which men cam high wages , 
and in the occupations which are resorted to by women, excessive 
competition among themselves bnngs down the rate of wages 

The low w'ages of women even when they are doing the same 

kind of work as men, or work requiring the same exertion low 

wages of women under these conditions are due fa) partly to 
the lower subsistence level of w'omen, and the fact that some 
women have no dependents to support Ch) and largely to the lack 
■of organization among women workers Women are badly organized 
and so are forced to accept lower wages than men 

Rise of Wages 

During the past century, there has been a gradual increase of 
■wages And this is proved by the statistics of wag&s from almost 
all countnes As regards this nse in wages, certain things must 
Be borne in mind 

(xj This increase of wages is partly nominal and due to the 
depreciation of money Still there has been a considerable increase 
of real wages because money wages have risen faster than the 
increase in the cost of living 

J Mrs Fawcett quotes satisfactory evidence which goes to show that at least 
in many war industries the allegation about the* inferior productivity of women 
IS without foundation (Afterwar Problems) 
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(2) The increase m the rcil wages of the labouring class has 
not, how cs er, been in proportion to the grow th of w calth of the other 
classes of the souet> 

1 he problem ot uneniployment has become a chronic e\il of 
the present economic s)stcni rnd remedies for this are ureenth 
required ° ■' 

I he W ar has brought about m England and other belligerent 
un nes i great rise of prices and also a great increase in wages 
e increase in mone) wages is due (1) parth to monetary causes 

or demand 

ior Jabour in war industries, and the deficient supply of labour 

WAGE SYSTEM 

Advantages and Disadvantages 

Ativantagii — 

^^he<iL SSs! 

It dominant in 

one4ndae?4r1,p,ov1„Lm .I® '’S' sjllem as a pormai.ciit 
contract more free and deJihr. at suggests is to make the labour 
both the labo^reJrr^tfJ’eXlSerr' 

Disadvantages 
(A) Souahsiu unutm 
The socialist school sees m the wave str- 1 

categor}', the third stage in an eiolnti^i M^piv a histoncal 

vrere slavery and serfdom of which tlic first two stages 

.ngStec.r'"“ "’se and p„,„e .Ka tollo.i- 


(<rl The dependence of the lahnnm 
W rha deduction of ,„le!L, “'’“n'"" 

oUr and at the eepense of tlifi Aom the product 

1 ol the labourer The socialists 
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Tccomniend the abolition of the wage S)Stem along ivith the system 
of prnatc propcrt) 


(IJ) Crtluisvi by co-operators 

1 he co-opcrativG school aho regards the ivage system as a tem- 
porary one to be re-plaeed by a better system in future They point 
out the following real defects characterising the wage system 

(1) "Ihe conflict of interests between the employer and the- 
employed, one trying to give the minimum wage for the maximum 
labour and tile other trying to give the minimum labour in exchange 
for the wage rceened 

( 2 ) The labourer getting a fixed rate of wages has no incentive 
to do his best and so the etheieney of production seriously suffers 
T he remedy suggested by the co operators is co-operative pro- 
duction 


Wages 

Summary 

1 The expression ‘wages is used m a wide sense to mean the price paid for 
tile services of labour 

2 The ‘rvrr/ uages' or labour {/ e , the necessanes and convemences of life 

that are given for labour) are to be distinguished from the nojuuial wages of 
labour (i e , the quantity of money paid) In calculating teal wages, allowance'"') 
has to be made for variations in tlic purchasing power of money , tr^e expenses, 
certainty of success, regularity of employment, supplementary earnings, vaneties \ 
in the form of payment, duration of labour power and other things "" 

3 Theories oj wages 

(1) 1 he theory of the iron law of -vages - v/oQts are determined by the 
minimum necessary to maintain a labourer and lus family Objections (i) This 
theory cannot explain the inequality of wages m different occupations in the 
same country, also m different countries or at different times (11) it neglects the 
demand side of labour (111) it is either too pessimistic or too optimistic 

(2) The residual claimant theoiy The labourer is the residual claimant m 
distribution , and his wages equal the product of industry minus rent, interest 
and profits determined according to the laws of rent, interest and profits 
Objections (1) The theory is inconsistent with the well known fact that 
combinations of labour can raise wages (n) it neglects the supply side of labour 
(lu) and by Walker’s own admissions it applies only under certain conditions 
and these conditions are rarely if cverxeahsed 
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(3) The Wages Pund theory Wages are paid out of capital The aterage 
rate of wages is determined by dniding the fi\ed Wages Fund (circulating capital) 
b) the number of labourers 

Objections (1) Wages are adranred out of capital, but thej are ultimately 
paid out of the product of industry, and thi product of industry can ba increased 
bj increasing the productivity of labour and in other \\a\s (11) There is no ngidly 
fiaed national wages fund, and no rigidly fixed indisidual wages funds 
(ill) An increas'* in the numb.r of labourers increases the product to be 
divided 

(4) Demani and sHpf>'\ lheor\ of ivig^es Wages are determined by the 
demand for and tlie supply of labour The trjuilibriiim rate of wages is the rate 
which equates the demand and the supply 

(5) Taussig s theory Wages are determined by the diSeountcd marginal 
I product of labour 


4 fliffer^n eif wag.s in different employments are du“ to difference^ 
in the efficiency and exertions required in them Other causes of these 
difterenccs in vmges are { I) agrccableness or disagrceablencss of the employ inent 
\2j case or difficulty of learning it, also expense of training (3) regularity or 
irregularity of employment (4) certainty or uncertainty of success (5) supple 
mentary earnings, and other incidental advantages 

f pomted out that the dirtiness of some occupations is a cause 

of the low wages paid in them 


The wages of wora.n are generally much low ,.r than the wages of men This 
is due (a) partly to the low productivity of women (i5) partly to their lower 
^-patmL " to excessive competition among'^woLn in certain 


Questions 

economists to the word Wes’? 
entrepreneur for his Hbour of ^"^LnntemT^a 

calralate^thc Y'^wage^^ "''ges' How are we to 

eamiiS' "“S- P-ce wages and efficiency^ 

IS It suffiaent to coinpare mo'ney^ w!!ges*^? °U ''1914)'^'^* ‘^'*^creut countnes, 
supply vvith regard tHabour'^f^gro demand and 

6 S u TT t^-ry of wages 

7 What IS residual share in distribution ? 
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E\pound the resithinl daim'int theory of wages as put forth by 
AValker ( 1909 ) ^ 

Notice the objections which hue been advanced against the theory, 

S Give some account of the Wages fund theorj and the 
controtcrsies associated With It (C U jgn, 1915 H) 

9 ages have been dostiibcd as the discounted product of 
industrt ’ Bring out the meaning of the piirasc and consider whether 
it is a correct explanation, (C U 1915) 

to Give bricflv the cuises of differences of wages in different 
emplojmcnts n) 

1 1 How would you account for the low wages paid to women ? 
{C U 1915) 


CHAPTER IV 

LABOUR PROBLEMS 

Trade Unions 

/ 

1^ A Trade Union has been defined as “a continuous association 
of wage earners for the purpose of maintaining or improving the con- 
ditions of their employment (Sidnej and Beatnce Webb m History 
of Irade Unionism )’’ 

AVe may notice three distinct types of labour organizations 

I ) Tlie Trade Union representing a combination of wage- 
earners in a single trade' or two or three closely related trades An 
association of locomotive engineers all engaged in the same trade 
IS a stnet trade union 

{2) The Industrial Union composed of all kinds of wage 
earners irT a gnnen industry A given industry^ generally includes 
many trades , all railway workers including locomotive engineers, 
guards, station staff may form one industrial union for the whole 
railway industry 

(3) Then there is the mixed Labour Union composed of wage 
earners from many trades and many industries 

1 he trade and the industrial unions are more homogeneous than 
-the mixed labour union, and are therefore more efficient though 
narrow'er and more selfish in their aims and policies 
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The disadvantages of labour in bargaining and how 
they are reduced by Trade Unions 

The labourer bargaining indmdualh iMth his eniplo\er suffers 
Irom the following disadvantages 

(i) His labour is i penshable commoditv (2) He has little 
or^no reserve lunds and so he cannot wait and therefore he will have 
to accept the terms diet ited bv the emplojer Ihc cmplojer has 
reserve lunds and can watt (3) ihc labourer is comparative!) 
immobile and he canno (juicklv find die best market for his labour 
These disadvantages of the individual labourer in bargaining are 
overcome b) bjrgatntt’^ trade unions Concerted 

action on the part ot workmen through trade unions, lessens to a 
ver) considerable extent these disabilities of the workmen These 
umon> aecumulate funds, which enable workmen to hold out and 
V ait in the process ot bargaining The) also reduce the immobilit) 
ot labour, the) have information bureaux and competent officers- 
who give the required information to the labourers and enable them 
to find the best market for their labour and the emplo)er has to deal 
not with one w orkman alone but all — and so he comes to feel that 
the workmen are a> needful to him as he to them 


Two aspects of Trade Union activity 

These are ( t ) the fraternal aspect ( a ) the militant 
aspect 

( 1 ) Fraternal functions 

As a fraternal organization, the trade union seeks to accomphsla 
some of the ends and objects of the old gilds Itjnsures the member 
against accident or death, it mamLains him when he u, ill or when be 
is out of emplo) ment and ako confers other benefits 1 he older 
unions in England give a large number of benefit Thej provide 
sub, aCLidtnt, Siipteannuciiion and f antral beneftis and the) also give 
oat ef xoork pay to an) member who needs it through no fault of 
his own 1 he) hold also meetings and lectures and exert themselves 
seriously to uiffusc tducQiion and culture amon^ the members 

(2) Militant functions 


xhrnuT lunctions of the Trade Union, 

erS^? promote_its industnal power and to in- 
crease the earnings of us members Its activities in this dTrecUor 
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can he reduced two categoric-, (a' the attempt to standardise con- 
ditions of emplo>ment (b) and the endeavour to restrict 
The Trade Union tries to secure a standard rate of paj and a 
normal working da) The attempt to curtail the hours ol work is 
realj\ an attempt to raise the standard rate of jiay 

\y Tr ade Union s and Wages 

Have trade unions ant influence upon the rate of wages in a 
particular trade and have thc) an) influence on general wages? 
This IS a question, which has led to great difference of opinion and 
contro\crs) in the histor)' of economic thought 

Half a century ago, tlie general opinion among economists was 
that trade unions could hate no effect on wages while the trade 
unionists maintained that a nse in wages was due to the activity of 
trade unions 

The economists of thc present generation hold a view on this 
subject, considerably different from that of the early economists 

(i) General wages 

(a) Trade tirttous claim that thev prevent economic frtcUon from 
working against the labourer If in any trade, wages tend to settle 
below the marginal worth of labour for the time being, the trade 
unions can at least raise w'ages up to the marginal productivity of 
labour, wathout causing any displacement of labour 

Tliey reduce the disadvantages of labour in bargaining and thus 
help towards securing fair wages ( 1 e the current or market rate 
determined under the conditions of fair competition) 

(b) Again some trade unions increase the efficiency of labour 
Strong trade unions have comparatively high standards of diligence, 
regularity and good workmanship and thus increase the efficiency 
-of labour , by increasing the marginal productivity of labour in this 
way, they help to raise wages 

Any other ways, in which trade unions w^ill mcrease the marginal 
productivity of labour will tend to raise wages 

Conditions under which Trade Unions may permanently raise 
■general wages 

Prof M-irsliall gives the follow’ing conditions under which Trade 
Unions will be able to raise wages permanently 

The power of trade unions to raise general wages by direct means is 
never great T he trade union by co-operating with general economic 
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forces ^\Ilich make for an increase of Nsages ma> raise svagse 
permanenrlv and under tlie following conditions 

()) Tridc unions must aim at making business easy and certain 
(tins IS alreadv done to some extent by boards of conm|iTLmn in certain 

ir-ides ) r , r 1 

(2) The union must aim at raising the standard of life among the 
workers b\ fostering habits of sobriety and honesty, ^independence- and 
sclf-respect„ 

( ) J hcv must help as man\ as possible of the rising generation to 
accjiiire industrial skill and to join the higher paid ranks ol labour 

(4) Ihe\ must tr\ todeielopthe great stores of business power 
iiid ini entn e resources that lie latent among the labouring classes 

This would mere isc the national dividend and would make possible 
higher w ages 

(5) Thti m use also specially be careful to avoid action, by which 
one cliss ol works inflicts a direct injiiri to others (Workers of one 
class otten injure other classes of workers by curtailing the supply of 
ihcir raw material or by throwing them out of crock through a strike in, 
winch they are not interested) 


Wages in a particular trade 

A trade union can raise wages in a particular trade by restricting 
tlic supply of workmen in that trade Limit the supply df 
workmen m a given trade and the chance is increased for getting 
higher wages m it If the union is strong enough to stop the 
mfluv of labour into the trade, then It will he able to raise wages, 
other conditions being faiourible 


I he conditions under which a trade union can increase wages 
greatly iiy restricting the supph of labour in a trade are thus giycn by 
Prof M irsh ill 

f1 he conditions under which an artibcial scarcity of labour in t 
trade can raise wages much m that trade ) 


If the workers m any trade bv combining m a strong trade union arc 
able to limit .rtifimally the supply of thcir labour, they can secure a 
.onsidcrabit increase of wages, which wdl be the greater the more fully 
the lollowing conditions are satisfied 

(i) I h It there IS no cast alternate method of obtaining the com- 

mndit wlitcii tiieir trade helps to produce 

* -) T b ‘t the conimoditc IS such th It ds price will be raised con- 
suV-ibU by a stinting of suppK (or m other words, the demand 
tor 1 IS not eery elastic) 

.,1 IrL proporaon of the total expenses 

^ ^ vn wages will 

Zif nif ?t) ^ vonimod.ty and diminish tin. 
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(4) And that the other classes of workers and employers are squeezable and 
are not in a jxisition to increase their share of remuneration by limiting artificially 
the supply of their labour and capital 

w^dvantages of Trade Unions 


We may now summanse the advantages of Trade Unions 

(i) Trade unions help to keep up wages to the marginal worth of 
labour, and trade unions help to mcrease the marginal^ worth ot 
labour b) raising the standards of efficiency and W'orlvinanship, and 
thus bring about a rise in wages 

(2) By their collective Iiargaining, the trade unions are also 
able to b ^er the general conditions of labour, to obtain a shorter 
w orking da^ better sanitarv conditions, better "treatment etc. 

And the march of reform is made easier for employers when 
at each step all competitors are kept in line by the activity of the 
trade unions 

(3) We must also include the benefits resulting from the 
fraternal activities of the trade unions 

‘^ic k, acc ident, and superannuation benefits and the out-work 
pg,) , paid by tK^e~unfdns',muVt.. be note d . and Ihe pro motion of 
socialjmtCTcourse,_ education. and_.culture_ and the raising of the 
standard of life brought about by trade union activity are verj 
important gains 

' /injurious effects of trade union action under certain 

circumstances 


Trade unions acting selfishly or unwisely directed may and do 
injure different classes of the community 

(1) By limiting artificially the supply of their labour m a parti- 
cular trade, a trade union, may under certain circumstances, injure 
other classes of labourers, and employers, engaged in the same 
trade 

(2) Trade union demands which needlessly injure the emplojer 
and disturb production may lead to the cintsyniwn of c aintal to 
a foreign country and thus bnng about a ifow of employment and 
reduction of wages Thus the labouier suffers and also the industrial 
pfospenty of the country as a whole 

Strikes are sometimes necessary but unnecessary stnkes injure 
the industnes of the country, cause unnecessary losses to the 
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cmplo\ers, to hbourers Tnd to capital ind sometimes make trade 
po out of the countn 

And the policy of restnctmci output often followed hy trade 
unions IS a uron-t and short-sighted policy , it lowers the marginal 
productivit) of labour and thus in the long run uill bring about a 
reduction in the wages of labour 


History of Trade Unionism 

Engkridhss laton the load as regards the trade union movoment The 
principal object ofth original trad, unions at the b::ginning of the i8th Centura 
-aa, to s cur ih* b tt,r enforcement of aarious protective laws such as the statute 
ol apprentues 

Trid unK n. at first wore not recognised by the law In 1824 the repeal of 
of! n ™ nwmbership of a trade union cease to be a cnminal 

oft< nc and an art of 1871 gave trad, unions their present status 

‘Strengthened hy subsequent 

New and Old Unionism in England, 

We distinguish bnween the old unionist moiem^nt and the new 

unionism Th old unions discharge two mam functions— protects e and 
heneaolcnt Those that exist primarily for protection against emKSs resort 
to strikes wh>n n.cessary and those who make the pTousionTS^^^^^^^ 

ol.j«t<”rrom'tht “ZT iJ'Sr'I.n'.SnT™! ‘rf 

spviallj ,n the unskilled trades Th~ new unionism “P 

willing to re-ort to strikes, it g.neralla regards proa dTr f Ngressivc, more 

1 a ling to an uia nterpriMnn- and oa-r rani, ° \ ^ encumbrance 

Unim^ f'vvour n hrp-* pirticipition m" nrlu r these Nevr 

f-gi-lation in faa our of the working classes^’ ' ‘ influencing 

]n\ c nKwl ^ 1 ^4 ^ 

th movement toavards 

a‘id VS I tr 1 for winning their economic and no! general and avidespread 

tn the lo, offiuh .1. poht.c,al n^Pa ham 

np,~.h. p.--.. "r >'"“/»■ pcb«>.neo,„, o„d, 

a-n ng Indian labourers organis d (rad’ union mov„ment 

Labour organ.aations-thoir mothods. 
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(2) The Boy coU 

Thcbe 'ire the methods by u Inch the labour organizations seek 
vO realise their objects 

The Strike 

What IS the strike ^ A strike is a cessation of i\ork resulting 
from an agreement on the part of a body of tvorkmen, the object 
being to ,ompel emplojcrs to accept the demands of the workmen 
It IS thus <1 method 0/ industrial ry.2r, uar betw een the workmen and 
the emplojer , and the object is to obtain from the employer by 
force w hat cannot be obtained otherwnse 

Tlie right to strike has been only grudgingly conceded , and the 
legality of the strike is now recognised in all modern states 

Strikes 

(A) Evils of strikes. 

The strike is a destructive agency and as such it is bound to 
produce various evils 

(1) The labourers themselves lose their wages on account of the 
stoppage of the work 

(2) The employers and the capitalists are also injured by the 
cessation of production brought about by the stnke Them capital 
and organization remain idle 

(3) Frequent strikes may cause such disturbance to industry 
and such trouble to the employer that capital may migrate to other 
countnes to find employment there 

(4) The disorganization caused by frequent stnkes may enable 
foreign competitors to gain a footing m the country 

(5) In most cases, the consuming public is very senously 
inconvenienced by the actiCin of the strikers 

This IS specially the case with stnkes m important public 
industnes hke railways, street lighting, water supply m towns, post 
office etc 

The strike though an evil and a senous evil in certain respects, 
IS often a necessary evil It is not always due to the fault of the 
workmen, it is often due in a larger measure to the faults and 
failings of the masters themselves 

iB) Advantages claimed by the ■workmen 

The leaders of the working classes claim the follow ing advantages 
as resulting from stnkes 

14 
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(1) StriL’’^ Inert’ tsi 'he Solidan'v of the trade ntiious and 
encourage the menibsrb to nuke sacrifices for the common good 

(2) Through strike-i the workmen acquire confidence in them 
sehes and tru-it in one anotlier , the master', are taught respect for 
their men and a reahonable fear of them And m this way stnkfc, 
help the workmen to raise then evokes to the marginal pi oductvcM} 
of laboat anti to pet bettet conditions of eniploi went and better trenl 
’/lent from 'he nnste'S 

Strikes and Wages 

When the wages fall below the marginal worth of labour 
because of economic friction, organization among employers, custom 

etc , strikes help to raise wages to the marginal productivity of 
labour ^ i 


One successful strike may send wages up in many industries 
Besides the ever present fear of strikes m the minds of the 
employers acts powerfully m the direction of keeping up wages 

Even an unsuccessful’ strike is not wholly unsuccessful, it may 
moderate, conciliatory’ and considerate, as 
conflict ^ anMeties, the struggles and the sacrifices of the 

Oon elusion 

weaYo"n^nf^^L^rr"^ mrcumstances, the stake is the ultimate 

hodT pSr',:’’\'T„’aTT- 

uiinnnirJnhi, All P^^^ve to oe inadequate, slrihes are 

secunty t'ttBX nf^prJhtiitf f tlf’igttttt/i for public 

casS^^ advocated m these parhcular 

of the stete^*^ ^ functionanes and employees 

(2) Then there is the casf^ nf 

supply, th. lighting 01 the street ri" ( the water 

interruption of ivhich ma\ Hp picp railway service ) the 

and welfare eedingly harmful to public secunty 

Trade unions and stnkes 

The quesUon has been asked rc ,,, 

connecliin letivecn Trade neicss iry 

Unions and Strikes As Walker points 
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out bOUK ol tile groili-si striker bpcciall)' in the earlj part of the 
Jaboiir moiLinent ha\e occurred without the agency of organized 
Trade Union', and thcri ha\e been Trade Unions which have 
suldom or net or resorted to strikes A vert recent development 
consists of itiuiu'/ioristii slnkis in Lngland and elsewhere, stnkes 
not authorised b) liie rioulir iriJe union organizations 

So It Is a great mist ike to regard tlie strike as the sole and 
essential function of the trade union In the ttords of a distinguish- 
ed economist, a ncll-organized union ttins the day ttithout strikes, as 
a good general gains victories without battles 

If the Union is a strong one and if its demands are reasonable',. 
It ttill hate ns demands accepted by the employers, who ttill respect 1 
and fear the Union, and so the Union will not be generally under the / 
necessity of declaring a sinke t 

In many cases the Trade Unions have, hottever, resort to 
stnkes, these being due either to the unreasonable demands of the 
ttorkmen or unreasonable^ opposition^on the part of the employers 
or mutual misunderstanding 

The Boycott 

A second method used by the Trade Unions is the Boycott or 
attempt on the part of the workmen to induce third parties to 
abandon business dealings \\ith the employers 

Syndtcalism 

Sjndicilism has a complete social programme of its own It wants to 
organize the conflict of tlic classes and to obtain dircctlv (t c without applying to 
existing governments) all the rights neccssarj for working classes by means of single 
strikes or if need be bj the general strike Tbc working classes arc to 
achieve tlicir economic salvation by their own action as organized into 
unions, by what is called ‘direct action ’ and not by looking to any help from 
the state or from social reform 

Syndtcaltsm is a mixture of Trade Umoiitsm and Anarchism From 
fTadc Unionism, Syndicalism has taken the idea that working-class salvation is to 
be found not in politics (and parliamentary government as at present constituted) 

hut in self-help and self organisation through Trade Unions the syndicalist 

state IS to he organised largely by occupations, the workmen engaged in the 
same trade managing the trade for themselves From Anarchism, Symdicalism 
has got a deep conviction in the moral value of a revolt The syndicalists hold 
that a general stnke might bring on the revolution, in fewer days than the 
decades which politics and political agitation require 

This movement IS powerful in France, in Italy, in the United States where 
the Syndicalist movement consists of a Trades Union known as the Industrial 
Workers of the World Recently it has also got some hold in Britain 
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Iiabour Legislation 

Labour legislation ' the state has the same object as trade 
unions It wants to standardise the conditions of emplo> ment, and 
rpreUnt the employer, from oppressing labourer, by taking 
advantage of the bargaining weakness of labour 

Labour legislation on behalf of the labourer has assumed three 

principal forms dealing re.pectu ely nth 

(1) the conditions of emploimcnt 

(2) the conditions of remuneration 

(3) the results of employ ment 
Factory Acts 


These Acts in all modem countries ( including England, 
France, USA, Japan and e\cn India) deal with the abuses 
in the conditions of employment of labour and try to remove them 

The earliest form of factory legislation wa. the lirohihtltoit 
of child labour Children below a certain a^c are not to be 
allowed to work ( b ) The second form of facton legislation 
is the regulation of the hours of labour Phi regulation of 
hours of labour was enforced first as regard, children, then was 
gradually extended to minors, and to women and finally to adult 
males (c) The third form of factory hgisla nu ts froleclxonof^ 
hfe^Jimb and health Factory Acts require the lencing-in_ot 
dangerous machinery, tlie establishment of proper sanitary Coitmtions 
m factories and stnet regulation of the so-called dangerous trades 

All modern states have factory acts England is the onginal 
home of factory^egislation and its exampL ha. been followed by' 
all cmhsed countnes 


Argu.ni0nts against factory legislation 

The economists of an earlier generation opposed factory acts and 
this opposition brought them into di.repute with statesmen aiid 
men of affairs and also with the working classes The usual 
s a \ ance y opponent, of factory legislation arc gi\ en 

- possess' unsound and do not 
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U) The regulalwn of conditions of employment interferes i\ith 
r-ict^n Nets inter- freedom of contract and violates the liberty 

hre With IilicrJ natural rights 0/ the employers and also the 

eviplo)ed (This argument has to be rejected 
Restrictions ullene^er necessarj' in the interest of the iielfare of the 
labouring classes should be imposed and no fancied theory of 
natural rights should be allowed to stand in the nay) 

{2) Some have maintained that labourers are quite able to 
protect their own interests and the interests of 
1 -ictors Acts un- their family and children withojit any slate help 
Ticccssnri ns the jjj^ bliapc of factory acts (This is contradicted 

protect hiinscif jilainest facts of eJvpenence In all 

countries labourers have been found unable to 
protect themsehes without the help afforded by factory acts ) 


(з) It has been also said that state interference with mdustnes 

through factory acts ^reduces, output and thus 

hnetory Acts di- mjures society The reduction in output also 
■minish output and diminishes the profits of business men, discourages 
ies" ZT wage’ capital and ent^n'Jir'Tfri^^s about a fall in 
enmers wages 

In answer to argument (3), it may be urged — 

(и) On the w'holc, factory acts have helped to increase output 
rather than to diminish it and this iS due to the increased efficiency 
of the labounng class, greater intensity of work and better 
organization 

(b) And even if there w as some loss of output it should be 
borne in the larger interest of the working classes and society 
as a whole The increase of output is not and should not be the 
only end to be kept m sight 


Arguments in favour of factory legislatien 


(i) Moral considerations 

The moral ideals of the present age demand that the suffenngs 
of fellow men, w’omen and children in factones 
Alor-vl considera- should be removed The main force underlying 
tions demand bringing about the mass of labour legislation 

factory acts for the Civilised world IS the religion of 

wTrkinp^cla^es humanity which wants to make life happier for 
all 
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(2) Economu conndtralioin 

A smaller number of hours of ork and better conditions of 
iiork increase output by leading to greater 
Factor Acts help mtensiti' of work, higher efficiency of the worker 
to increase output better organization This is found to be 

the case by actual experience in different modern states 

(3) To permit child labour below a certain age is to stunt the- 

growth of the child, bod} and mind This and 

And safeguard improper conditions of work for women will 
the industnal future bnng about the progressiva deterioration of the 
o t e race orking population which will senousl} injure the 

industnal future of the countr}’, and so these things must be 
prevented b} smtable legislative measures 

(4) Pohlical and social constderalions 

In the absence of factory legislation, the factory population will 
be Ignorant, discontented and so a source of 
The> are also political danger within the state This may 
rpStVehucS •^^^ed revolutions 
and social consi- 
derations 

The progressive detenoration of the working population in bod} 
and mind under unhealthy conditions hurts the pnde of race and 
nationality and weakens the military strength of the State against 
foreign enemies These arguments have also helped powerfull} 
the sentiment in favour of factor}^ legislation 

t Agencies for industrial peace 


The militant movements among labourers m Europe and America, 
Industnal stnfc increasing hostility of employers and emplo} ed, 

and the losses and disturbances to the 
employers and the employed and to society at large from strikes 
and lockouts (which are methods of industrial war) have led 
economists and other people to consider senously measures for 
reduemg the causes of the stnfe between the employers and 
the employed 

It is well to bear in mind always that peace-promoting machiner) 
IS of small importance compared with a fnendl} spirit between the 


t Pigou — Pnnciplcs and Methods of 
Welfare 


Industnal Peace 


\\ ealth ani 
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{!> Coll* rnv/^ Biri'nining 

! tix 1 .inutci oj (i'^>tcn c /• f>} hadt unions ts 

h n If >f f i/" i/if thittn/(ii line p/ Indus 1 1 xal J<ra\.c 

\ j >. (Tf* PriJ. Union exists niul here, the cinplo3crs 
ft 1' ki\ III n 111'' il.i Unum then slnkis arc not frequent 

I’forit'sh uin.; ami the ‘-t'-teni of the sluling scale and other 
ni(,i!ii) !s lit hnlui'iln einplojod to the cinjiiojcTs do not amt at > 
pro\i itn;, -I nnudvlor indiistrul disputes but at anticipating and/ 

ptet , UitV' iU'-ll dlsplllu' ' 

(2) Profit Sharing 

/’rcjii s/Hif uii; xiileiiijils not to provide a rented)’ for industrial 
tll-'pi.tes blit /*' irrVxut Uuse difjHiUs in advnufe ftj giving (o the 
eri; i uris j shnrr of the {tofil Jiom the business At present the 
tiKin profit goes to ilie business unit , but if he gives a share of 
hi', profit to the t.orkmciint addition to tiieir vages, tlicn it can 
be I'pecteti that conflicts bct%\ccn labourers and emp!o)’ers ttould 
beei^nie If-s frequent , and as a result of this, production would 
become abo more i fficieiU 

\i one time, a great deal wxs expected from profit sharing 
People thought It would solve the labour problem and would bring 
aiiout ge’rieral industrial peace, but profit sharing has not proved 
so ven siietessful as was expected 

Advantages 

'i ne advantages elaimed in favour of profit-sharing schemes 
from llie standpoint of production are the following 
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1 The Hbourers getting a share of the increased profits result 
mg from any extra care and interebt exercised by tiiein, they arc 
induced to be gencrallj more careful and industrious in their uork 

The result is that there is less waste of materials b) the work- 
men machinery and other apparatus of production are better cared 
for, labour disputes are fewer because the labourers share to some 
extent the profits of the business — and in all these different waj's 
the efficienc) of production is increased 1 lie increase in efficienc) 
leads to increase m profits, part of which goes to the emplojers 

and part to the labourers who hare contributed to the increased 
profits bj their extra care and interest 

2 An increase m efficiency results also in another way The 
fact that extra profits are shared in by labourers attracts labourers 
of superior capacity and industry to the profit-shanng concems, 
and efficiency m the profit sharing concerns thus becomes greater 
than m ordinary busm_esses 


The difficulties of Profit Sharing 

The reasons why profit-sharing has not proied more successful 
than It is, are the following 

(i) It IS disliked by labour leaders because employers often 
use It to weaken the Trade Union moiement and to make the 
labourers dependent upon the employers and not upon their own 
organized actn ity m Trade Unions 

^ ^ sharing sometimes leads men to work beyond their 

strength and thus ultimately reduces wages 

( 3 ) The amount of profit going to the labourer is not m many 
c^es large, and so the labourers do not take much interest m profit 

dr th/ "^’so suspect the good faith 

of ffie employers and whether the profit-sjiarmg is being honestly 


(4) A fundamental objection is this The ptofii that is giver 

to the employees is created b\ increased riTf* a a ^ -w 

part of these workers So it X ’ 

TiaT if "V‘ -r V ■ ‘ 

premium of the employee cannotbriost hf immediately, tin 
or dishonesty on the part of the emnW managemen 

e emploj'er, and it cannot be los' 
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b> the employee'b death, discnarge or change of employment 
The emplo>er5 aLo are not batisfied They often find that the 
power of dismissal is a more coarse and cruel but a more effective 
stimulant to efficiencj tlian a bonus to workmen from eventual 
profits 

TausMg’s conclusion about profit shanng is this '■^The prospects 
that piofii sharing will he nnnei sally adopted are nil Even the 
prospect for widespread ib slight ” 

(3) Gain sharing- 

The object that profit shanng seeks to achieve is better attained 
by the various other deuces collectively known as gam shanng 
Piece work is one of the methods of gam shanng, and there are 
other methods 

(4) Wei fate arrangements 

Such are schools and libraries in connection with business , 
enterprises , gardens, play-grounds, club-rooms, good dw'ellmgs at , 
moderate rents for the workmen , mutual aid societies and pension 
plans aided by the employer and other similar things for promotmg 
the welfare of the working classes As Prof Taussig points out 
these welfare arrangements are “good not as solutions of the 
fundamental problems but as mitigations of existing evils" 

(5) The sliding scale 

Under the system as the pnee of the product rises above a 
certain point, wages also go up by the stages agreed on in advance 
and as the price of the commodity falls wages fall till they reach the 
minimum rate of wages previously agreed on 

Under this system the employer as well as the workmen share 
the gam from an increase in prices and they also share the losses 
from a fall in pnees 

(6) Arbitration 

Arbitration is a remedy for industnal disputes, when such dis- 
putes have occurred 

Arbitration may be (a) public or (b) private Again arbitration 
may' be voluntary or compulsory 

Some questions {e g the recognition of the Trade Union by 
the employers, the question of the closed shop) cannot be settled 
by arbitration but must be fought out between the employers and 
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their hbourers Mailers hss fttndamenlcil (I'ages, hours, shop 
conditions etc ) also s;rae rise lo dis^iulcs between nias ets 
and men, <«;/(/ thiSe Jis^uUs can be seltled b\ arbtlraltou tbroug i 
pm ate boards or through public boards 

Pcrnianenl private hoards of arbiiradon are based on trade agree- 
ments between emplojers’ organuations and labourers orgamza 
tions and the} are a reault of collective bargaining Public bo trds ^ 
arbtlraiton as establislied m France, in England and also in t e 
United States reduce conbiderabl} the number of industrial disputes 
The^ are common h boards of conciltaiton their serMces as 

mediators and conciliators and (//ro boards of athtlration acting as 
tribunals to is Inch the disputants can refer 

Prof Lly thinks that voluntary boards of arbitration hare not 
been rcry successful in the United States 

Compulsory Arbitration 

Ihe question of compulsory arbitration is a complicated one 
Compulsori arhiiraiion involves the prohibition of strikes and loch- 
outs and a lefeteucc to Uu decision of a major t)' of a 

a ages hoiud or lo the decision of a judge or an arbitrator 

(A) DiffirtiUies about corn puhor\ arbitration Ihe difficulties 
as regards compulsor} arbitration are the follow mg 

(i) The difficult} about the enforcement of the decisions gueii 
b} the arbitrators if these are resisted by the labouring class or by 
the employer class 

(2' Under compulsory arbilration, wages (and practically also 
interest and profits; will compulsonly be determined by a public 
authority, and not by competition 

Compulsory arbitration supplants competition and does not 
confine itself to regulating the limits within which competition shall 
work It IS faced w th ihe fundamental difficult of deiernititing 
what IS fundamental 1} just in dishibution 

(3) And as Prof Chapman points out — —in a large industrial 
community wages under the system of compulsory arbitration may 
- ® bme throivn out of relation to the relative demands 

lOT uinerent kinds oflabour in different trades and so the response 
of production to demand would be weakened 
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cnmpuEnn arhuratioii cannot be apphed to all the industries 

f Hit. intion in nnn> countries, at least under present conditions 

Co//’ ^ulsor I arhtratton u'ouled i/i certain special industries 

(u Compubor) arbitration is however required as regards 
'nnniunental in uislnes like railwa\N, upon the regular and continued 
ictmt) ol which the whole coniniunitj is dependent 

(n) It IS also wanted in the iiveateJ where the conditions 
ttc abaolutel) miserable, and tin. labourers are unable to improve 
, their lot b) their ow n efforts 

Up to the present time Indian labour isunorganired and serious 
industrial war is absent and so there are no organized agencies for 
industrial peace 

Unemployment 

T he problem of unemployment is a difficult one 

Unemployment means Iicre unemploynient amons’ the wage- 

' carn.ng classes amt in lespect of n<agt-work it has been 

desenbed as ‘involuntary’ idleness T of persons who have no work 
and of persons who are working short-time 

Socialists like Mar\ and Rodbertus contend that a large reserve 
of unemployed workmen necessanly comes into being under the 
capitalist system , and they attempt to prove that continuous un- 
employment on a large scale is inevitable under present conditions 

Evils of ti nemployment 

The principal evils are (1) loss of wages to the labourers, also 
fluctuations in their earnings, the sense of insecurity and uncertainty 
(11) the habit of regular work may be lost and ■- elf-respect and 
self-confidence destroyed, so that the man once unemployed, may 
be found to have become unemployable 

The causes of unemployment 

I Internal causes — defects m the ui, employed norkmen 
Tiiese are physical, mental and moral defects of the labourers 
causing their unemployment and these defects may be inherited or 
acquired, removeable or not removeable 
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II External Causes 

1 he external causes of unemployment or under-employment are 
(i) Cjclical movements (2) Seasonal demand (3) Seasonal 
Changes m the conditions and organization of mduatry 
(5) 1 he s) stem of casual labour (6) Inelasticitj ot wage-rates 
(i) Cyclical moveireiiis 


Periods of bad trade follow periods of good trade in cjclical 
movements after more or less regular intervals When business is 
u and stagnant when the demand for commodities is slack, 
emplojment is not available for all labourers in the communit) 

(2) Seasonal demand 


Ihis vanes with different seasons of the >ear Take the cased 
niiners ^they are least in demand in the summer and so at 
in wnemplojed Again persons engaged 

certam^seasons employment not m all seasons, but in 


{ 3 ) Seasonal suppl) 

to b^'^do^ne conditions of supplj hmit tlie work 

to be done in certain industnes, and thus affect employment 

These chanv^^^mnv "hich arc neither cjclical nor seasonal 

one hand TdSni. of production on the 

empbj ment. other, and thev affect 

( 5 ) Tne sjsicm of casual labour 

for ^]ob^*^OnsteaToV^en^^^^^^ 'workmen temporanl) 

work) S' mg them regular and continuous 

occupa^on“thlVUn^U”''Peau’K iP"" 1 

uneniplojnient (Casual lahnnr?- 1 and so there is 

unloading freight from vessels and Saysr’^^°^'^^ 

( 6 ) Inelasiicny of Wage rates 

emplojers and employ^?)'^and fmMo mutual suspicions of 

to changes in the demand r ° ’^^ove up and down according 

another then necessanly there mlPtf labour and now for 

b mere wall be some unemployment 
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Bomedies 

The following remedieb ha\c been suggested for reducing un- 
-cniployment 

(/) The hthoin exchange as a rerneih 

There may be at the same time unemployed labourers, and a 
demand for just the kmd of labour that is unemployed This 
labour and the demand for labour can be brought together by- 
labour exchanges 

The labour exchange can be used to provide more regular work 
for the labourers and thus to reduce the e-vils of casual labour 

Labour exchanges are most efficient when they are organised into 
a national system, and ivhen they act not merely as bureaus of infor- 
mation but as centres where the labourers can be actually engaged 

(//) Remedy for iinemploymevf caused by trade fluclua- 
hons — go'cern7ne}!l action 

One remedy is to make the public demand for labour com- 
pensatory as far as possible 

T IMuch of the demand of the public authonties for labour can be 
made to vary inversely as the trade cycle, i\ .thout great trouble or 
loss, the public demand for labour can be increased when there is 
unemployment and nice vetsa 

[ill) Other 1 emedles 

(a) One is the system of spreading the diminished demand for 
labour over all labourers in the affected trades — so that all 
workmen should earn less wages per week than usual rather than 
some should earn nothing at all 

This IS only a palliative, and it will not abolj^>h unemployment 
Labour colonies are useful (a) for the reformation of drunkards 
and -vagabonds etc, lb) for the restoration of those who have 
become unemployable through physical, or mental defects 


+ So far as the public authonties’ demand for labonr fluctuates, it is desirable 
to liberate such demand from the influences of grood and bad trade and 
seasonalitj, and then deliberately to attempt to mabe it \an in\ersclj with 
the demand in the open market” (Report of tbe Poor Law Commission 
1905—1909 ) 
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The relief of the unemployed Insurance 

When unemployment has actually occurred, the distress caused 
by It may be mitigated in the following wajs 

(1) Ihe State (central government, also municipalities and 
local bodies) may provide work for the unemployed to relieve distress 

this IS done in every country, and in India on a very large 

scale during times of famine 

( 2 ) Another most important thing is insurance It has been pro- 
posed to organize insurance against uneniploy merit specially through 
trade unions and under certain circumstances subsidised by the state 

Poverty and Poor Law 

A great amount of poverty e\tsts in every modern society 

2 he causes of poverly are as complex as civilisation and ihe 
gioivtn of iveatlh itself “The Malthusian seizes upon redundant 
population, the communist upon private propertv, the socialists upon 
property in means of production, the single taxer upon property in 
land, the co operator upon competition and so 

on They all forget that widespread poverty has existed in the 
absence of each one of these alleged causes ” (Seligman) 

In the countries of the modern w orld, the relief of poverty has 
taken the forms of private as well as public relief 


The Bighr to Public Belief 

There are three possible reasons whj people do not work 
(1) The) maj not hate the strenpth to work This is the case with 

children, tlje aped and all who suffer from chrome d,sca.sc or permanent 

infirmity (2) Thej uiaj not hare the means to work, tliev maj not hare 

rnrt ^^^The) maj not harc the will to 

work (I) Now socie^ proriMon for the first class for reasons 

of Mcial sohdarit) Cir iliscd socictj considers it a dut) to sare helpless 

second"cllss for" .t"^:s Socetr 'takes care of^he 

second class for it is m a measure responsible for misfortune Modern 

economic progress causes unemployment and crises , 1 V Li 

that societr which benefits b) this progress should m’nt ^ fh ce 

who suffer b) unemplojment and cn4s far u 

of drunk-irdc, \'ac:abonds -ind other rrimi« i i ^ third class con*'ists 

rrould comma crimes and w ould bar e^To mT^ ‘hej 

erpense of socictj And the state would find 

prudent to take care of these from U,e K ", J* 1"°'''^ economical and 
instead of simplj punishing them reduce crimes 

Prof Gide argues on these irrounds ,u 
persons who hare not the strenirtb to 1 pranting of public relict to 

to work and those who hare Itare not the means 
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TIio lianporh of pool lolicf 

Tin »! 1 iranmu't'- inil (iromiiu nt ninon(,' tlitm Malthus In\e 

'Mj’! i j. )’i ( 'T ’ HI! ill .liiuirs 01 poor relief J hc^ hold “the 

'iinil- < i* ,1 jpci tend' 'o imtei'i 111 tliricl ritio to tin help the} miy 

1 1 in' 1,'on \iui till' d ni,< ' " pirtiiiiHrU to he feared when the aid is 
iT le t)i thi 'at I hi r a i>ii' Ihi \ ifnc are the following 

1(1 1 he rieht to nlut tend-, to dieelop inipro\idence amonff the 
jiiipulalion ueciMOfr relief ( 2 * 1 hi flight to relief causes a rapid in- 
i’ u a-^r of populalii n anion^ the pauper eiaeses ( 3 ) Relief tends to 

iinpn.eri'h ‘lu prodiictivi ilt^i' of the •-ocietj for the benefit of the pauper 
1 la''ia» 


nut a*- t'rof Oide point' out the-e arguments are useful and serviceable 
o ilv •.< far as thev mate us ncognise that jioor relief should be carefully 
o-gani ed, otbirwiM. U ina\ produce serious evils It lias been found by 
ac ual eapentnci in Tiipland and in oilier countries that poor relief properly 
adininistf red dot-, not find to develop improvidence, docs not bring about 
a rapid inireasi in tiu pauper population and docs not unduly burden the 
p'oduciivi ch'sts of the society And so for n asons of social solidanty 
‘b< right to n lu f must Ik granted 

T/ie io Publti. Relief 

All the difiorent plins for improving the condition of the labour- 
ing classcs(c g trade unions, profit sharing, gam sharing and wel- 
fare arrangements, labour laws etc ) will yet leave untouched certain 
ca'Jes of nnsforuine, improvidence and social wreckage And it is 
the duty of the stale to care for these eases by giving them relief 
from the public funds Ulotltm cotnepiwns 0/ social ihiiy dtmaiid 
Jilts from llusUiti, 

hi the ^riuiiuis; of public icltcf^ cate should be taken that 
public dial liy does not / tin Hit 1 isk of demoralising the charaeict 
0/ the t ectpieiil of the char)/) 

(1) The state can relieve the pauper, the insane, the blind, the 
crippled without any danger of degrading then character 

(2) Tlie same thing is true as regards the care of orphans and 
neglected children by the state Good care taken of them may 
make them better men and women and better citizens of the 
future 

(3) Old age pensions under safe-guards can also be granted by 
the state without unduly undermining the thrift and the self- 
respect of the recipients 
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(4) The great difficulty is in connection wntli the able-bodied 
adults The general pnnciplc in this connection should he— rduf 
should be made effective but not undu!) attractive IJ It is made 
unduly attractive then labourers wiW leave independent ^^ork and 
uii/l depend more and more upon public ihariti and thus will be 
demoralised 

The English poor law mvestigators of 1S32-34 decided that relief 
effective but not unduly attractne can be given bj enforcing the 
workhouse test, administering poor relief to the able-bodied in the 
workhouses, where they are made to work under comparatively 
unattractive conditions, and by abolishing out-door relief ('relief 
outside the workhouses ) 

(Modern experience show s that in certain cases and for persons 

in temporary difficulties, out door relief is how ev'er a more suitable 

remedy than indoor relief in the work house ) 

History of the English Poor Law 

The history of the English poor law furnishes instructive lessons 
as to the true principles which should regulate poor relief by the 
state 


First period (1601 1782) 


The permanent pauper system of Ln^laud zvas cieated by an Act 
passed in 1601 during >he ret^n of Elizabeth This act gav'e every 
person in the kingdom a legal right to public relief if required , and it 
followed the correct principle of not making relief unduly attractive, 
It compelled the able-bodied poor to work, and the funds for 
granting relief were to be raised by taxation 

Though the principle was strict, a period of somewhat lax 
administration brought about evils So by the middle of the seven- 
teenth century and also tvnvards its end, laws had to be passed by 
which the administration was made more strict and workhouses 
were constructed 

On the whole however it can be maintained that the spirit 
underlying the administration of the poor law was strict and severe 
Despite some unnecessary harshness, the effect on the zvorknig 
classes zvas mholesome/or it was made undesi, able to become a pan ftr 

Second period (1782 1834 
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\nuini-.rof \ct- <iurmg the reign of George III 

in(l(< ite<i the IK^^ h nn nt ■•pirii Gilbert’s Act pissed in 17S2 
‘!t ///r •/ iiisc <(S' ind this Act also provided that the 

/ / t / xttfrf I fivJ ivoii /or /jltont ers who could not 

fuui work ind heliiuis to in enen them to supplement their vaees 
^^h.n ruo..s-u ^ 

1 In re-'Ul’-- of the ieiuen. \ wure disastrous Ihe large allowance 
fnr t ach 1 hiid led to a ip. at increase in the pauper population 
and the larger alio \ ince forcich illegitimate child degraded the 
morals of liie people ind dmosi abolislied female chastity among 
the English labouring cla-'ses Pauperism enonnouslj increased 

Pntiprn.ri niorn'tiush nirreastd because (i) under the poor law, 
the pauper \as better protided than the honest, industrious 
labourer i,ho tried to be self-upporting, and (2) there was a coin- 
ptratueh large allowance for each pauper child Jvimotnh/y v as tv- 
r/furacrd tile' allow ince for an illegitimate child being greater than 
that for a legitimate child Vnd the productive classes, the thrifty, 
honest and industrious were heatil) taxed to support an increasing 
pauper population, indolent, thriftless and dissolute The amount 
spent in the relief and maintenance of the poor rose to enormous, 
and c\en ruinous sums 

Third period (1834— 

These serious evils made people realise the urgent necessity for 
poor 1 iw reform And so ilic Poor Law Amendment Act of 1834 
was passed 7 fits 4c/ restored the strictness 0 / the priuctjde of the 
EliZiihethaii Act 0 / i6or It re-cstabhshed the salutary principle of 
making the position of the pauper undesirable, and thus stimulating 
him to achieve self-support , and with this object it restoi ed the 
svork-houst test making able-bodied labourers work in work-houses 

The Act abolished allowaances in aid of wages, discouraged 
ille'utimacj by punishing the father, and facilitated the migration 
of labourers b> modifjing the law of settlement 

The effects of the New Poor Law were marvellous, and tlie 
burden of pauperism was greatly reduced within a short time 

The Moral 

Acco'-ding to Wall er, the moral of this histor> of the English 
Poor J aw IS plain and simple “// should be the prune oOjert 0 / 
feqislatton to make the situation of the pauper iejs ogi eeabk than 

15 



226 


OUTLINES OF ECONOI^IICS 


iha> f ‘ht nu'nhn dw n > , a>id t h U t o w ill tnie’-, al " 
(Wilkcr) 

Ihehumxncr spirit of the t9lh Cciittir) anil after Ed to dis- 
content with the eM^tinn Poor Law, and a neW Poor Law Com 
iniision was ippointeil in i ^o- 

The Poor Law Commisaton tl905 l909j 

I he Reiiort of tii_ Poor Law Comintssion of 1S34, was quickly 
cirried into effect 1 1 Me law of the countr) Vetj different has 
been the late oi the Poor Law Commission appointed m 1905 
and submitona Ri ports in 1909 There are two documents, 
the Majoriij R,,)o>-t si^nel In eighteen members, and the Mmontt 
Repot si^n,_d b) (our members and rdiocating socialistic 

\ lew > 

IheMajont) Report summarises wliat it considers to be the 
mam principles of a retormed poor law M7 (i i tint treatment of the 
poor should be adapted to the needs of the indn idual and there 
should be proper classilication (2) that there should be fuller 
co-operation between the poor law authorities and local and private 
chanties (31 that tlie sjstem of public assistance should include 
processes of help which would be preientne, curative and resto- 
rative (4) that instincts of self-respect and self-maintenance should 
be fostered tn every way 

The principle ot curatne and restoratne treatment of the 
individual is said to be a discovery of this Commission, in fact it is 
much older and it is all due to the growing humanitarianism and 
strengthening democratic spirit of the age The poor should not 
only be raaintained, but every effort should be made to restore the 
sick and suffering poor as far as possible to the full stature of 
their manhood, physical, intellectual and moral 

(I he Old Age Pension Act of 190S for the aged poor, the 
Labour Eschanges Act of 1909 for the unemployed and the 
Insurance Act ha\e dealt with different aspects of this po\ert\ 
problem in England and much valuable experience has been gamed ) 

India and Poor Law 

The Indian goi ernment practically accepts the duty of support- 
ing the poor in the case of (a) European vagrants (b) lunatics 
fc) and children with criminal tendencies In India (unlike Britain) 
e goiemment does not accept the duty of supporting the poor as 



L'YBOUR PROBLEMS 


227 


regards tht; geneial populaMon 'except m times of famine) India 

has no Poor Law, and the rdief of the poor is generall> by private 
chant) often indiscriminate, generally unorganised but full of that 
hindl) human s)mpath) so characteristic of the Indian people 

y Co-operation 

Co-operation in production, consumption, credit etc 

Co-operation has been called the one successful social expenment 
of the nineteenth centur) In the different spheres of production, 
consumption, credit, co-operation is doing an immense amount of 
good to promote the tiue welfare of the workmen and its future 
IS full of the brightest piomise for the progress of the working 
classes 

Co-opei alwn been trted, jn telai! hade, in a edil and 
banking opcidlions and in prubuction And if has hen most 
suceess/nl in retail trade, less in 1.1 edit and banking and least in 
production 

For different kinds of co-operation see Part I, page 212 

I Consumers' co-operation or co-operative purchase of 
commodities 

Co-operaUon in retail trade (sometimes c'dled_jiistrih,utive co- 
opera'tidh) or the co-operative purchase of commodities is the 
simplest and most successful kind of co-opcration Consumers 
of commodities combine to purchase what they need ■• f orm 

a-GOiBpairy, employ a manager and clerks, subscribe for shares, and 
this compan) purchases the commodities and then it sells them to 
Its members In this way, ^e shopkeeper is eliminated, the 
consumers become in effect their own shopkeepers 

1 hese associations of consumers for co-operatn e purchase are 
also called co^opffative stores ^this„kind of jsq ojieration England 
has taken the lead ~ 

Advantages 

The advantages are very considerable (i) Th e shopke eper being 
eliminated, his profit goes to t]ie consumeis (The consumers' ass(> 
elation gets goods at wholesale prices and sells at retail market 
prices and thus it makes a profit, this profit goes to the consumers 
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parti) ab interest on their capital and parilj in proportion to their 
purchases) 

I he profit 15 paid at btati.d intcnals and this accumulation of 
profit for some time makes it considerable and incrcascb its chance 
of being saied The co operainc stords thus make saiings andjilso 
act CIS savmqs biinks 

(3) The consumer^ are their own siioplecpers and so the 
association does not /nst mono Ihunis^h lad dells 

(4) The consumers naturallj take care that their onai shop 
bupplies 5'ooj'r to them o/" faojjtr ejudhte and not adulterated 
and injurious articles Mso less expense has to le incurred for 
advcritsvis; (Prof Taussig points out that the co operatise stores 
in the United States take conspicuous premises on thf mam streets 
and hase the outs\ard appearance of the o^dinar) retail shop and 
so the) do not sase much in these respects) 

Some part of the profit is spent for educational and other 
elfare purposes 

I n Eng land and ScotlancLdistribulne co-operation or consunierV 

ca-operation has met\\ithver) great success On the continent 
of'Europe also there has been a considerable detelopment of dis- 
tnbutive co-operation In the United States, the conditions are 
different and so distributne co-opcraiion has not attained the same 
sort of growth and imporuance in that counir) 

II JUo-operative Credit Societies 


In eo-operation/or seeunn^ letter crcdn lacihlus, the Germans 

' the names ot Schiil/e Delitzsch and 

K-aiff^en will be ever memorable in this connection 

^(’-operative u cdt> consists in co-apcratton as 
ga (is credit 1 e coopaatwn m Oonnwing anti lending Each 
farmer borrouing on his o\i n mdnidual secuntj \m11 haTe to pa\ a 
high rate of inteiest and mil not in mail) cases be able to 4 a 

lender having sufficient confidence in him to lend him monm° in 

co-operatue credit the farmers borroi. on their joint secum which 
^ stronger than induidual securii), i„d therefore they am able to 
^ow at aJoi\ rate of mterust The canml 
tneToTHTsecurit) of'nrerabcrs is thtn F - . ^1 ^^ro^ed on 
Slighl, higher laie of .merest, ‘ ■« 

enabled b, ihe system of co okrathc cmd,. 2 geP lo™" ta rS 
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lower linn thej would get if the> borrowed each one of them 
bupiratch on his own individual credit This is the essence of 
co-operainc credit ~ 

j (a) Co operatne credit societies lend generally to members only 
/(b) and ihej generally lend on the personal security of the borrowers, 
/not on morigages or on the security of working capital etc (c) and 
I the management is in the hands of the members 

Co ojieratne 'credit societies are of many kindsi They may be, 
dnided into two principal classes, (a) rmal co-operative credit 
societies chienj for agncultuns^ls (b; urban~~co operative credit 
societies for the small artisans in towns etc ~ 

(->1) Co-apaalm ( rcdit Societies for^ agiicnlture The 
Raijffetseu /; pe “'f'hc agriculturist requires capital for cunrent work- 
ing exjitnses and he has to borrow capital for this purpose, the 
period of the loan being longer than that for commercial loans 
represented b) bills of exchange but shorter than that of mortgage 
loans 

Ore of the most successful types of co-operative credit societies 
was founded by Raiffeisen m Germany who started his first 
agricultural bank in the year 184^ 

These co-operative credit societies for agriculture have generally V 
the following features (i) The members no share capital 

and (2) thej receive no dividends (all profits go to constitute an 
indivisible fund, which by continually increasing enables the society 
to reduce its rate of interest on its loans and to make itself less 
dependent on outside capital) (3) 'jrhe members _have unlimited 
liability, the) are jointly responsible to the extent of all their goods 
(4) All offues are unpaid except the cashier or 

accountant (5) A member knows intimately the other members 
and so he can accept unlimited responsibility for them The 
principle of unlimited responsibility makes each member scrutinise 
strictl) w hether the money borrowed by other members is being 
properly utilised or is being wasted This preventi^ the unproductive 
use 0/ loans by members and is of the greatest po'ssible importance 
in securing the solvency and development of the cchoperative society 

I he principal advantages of these co-operative credit societies J 
are — 

(a) The members get loans for their agricultural operations at 
a reasonable rate of interest and so they free themselves from the 
clutches of the grasping money-lenders 
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(b) The unproductnt ube of loins is chccUcl rins imH not 
be done it Icist to the siinc extent b\ 1 eos eminent bank or other 
credit institutions 

(c) I hesc SOCK lies esiibbsh a connection between credit and 
siMng, and thtrj cMcour^g<- thrift aritl help tht acciimuHtiui ot 
capital b} the nicni\n_rb 

(d) The i^ricultiirisi-- freed from the grip of the inonej -lenders 
and gcltins; loans on eis) terms for their agricultural operations 
prosper grcatl) from tlie economic slinel point and the\ ilso deiclop 
selt-respeet, thritty InLue, temperance sell reliance, self-h^-lp and 
the capacilj for organi/anon for nniitoMng their condition 

These conpcraiue soeicliei hate been imincn'.elv sueces-iful in 
Germany, in ItaK and the^ hate a great liiture before them m 
India 

iB) O'rliaf co-Of> r auve i) uuuiii'f 

Credit co-operation rural as well ts urban lirst arose in Germtnj 
We have seen that the most sucees'>ful Ijpe of a■.^ocIttlOn lor 
co-operatite credit in agricullurt ttas founded b\ Raifieiseiii a 
German, and one of the nio'^t important Ijpes of urban i 0 operaliti 
credit societies was founded b> another German Schul/( I')clit'' 5 ch 
, and It IS named after Inm 

Thi. Si.hiilz(-Dilt<'scn hpe of s)ci<(\ The eharacteristic 
features of these SchuLe Delitzsch soeielies are (i> J'he unlimited 
> liability of the members, which is the esseiiti.al feature (al Soeieties 
Aim at developing credit, but lhc> also aim at de\elo])mg thrift and 
habits of sasang among the members (5) Unlike RaifTci'-en societies, 
they has e^sbare capital (4) and memberTget duidciuls on their 
shares And to gne high dividends, comparUnel} high rates" of 
interest are cliarged to the borrowers 

It will be seen that in Raiffeisen societies profits ar^ not paid 
and expenses are kept down at a mmiraum, so that all funds mas 
be made available for lowering the rate of inter i.st to the borrowers. 
In societies of the Schulze Delitzsch type, so much attention is not 
paid to keeping dow n the rate of interest 

The organisers of these societies in German} hope to give small 
mdustnes the means of effectively fighting large industries, by 
providing small scale industry with the capital and equipment 
which it lacks ^ 
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In Ital} CO oiKr.itnt crL(hi souetws founded by M Luzzatti 
“Uii lIouDsInng c'r'-'vU), Init in France and in England they have 
not aumntd a Nt,r) ciai-idcnblc measure of success 

^Adr aixtn gcp 

Ihc adrnntagt'- from the urban cooperative credit societies 
'irc similar in c!iara(ti.r to ilic advantages from rural co-operative 
crt,<]ii societies 

(a) I'hc^ hdp nKiuliiis to get loans at reasonable rates for 
thuir work 

(/) 'lhc\ check unproductive use of loans 

(f) lhe\ oncounut thrift and sa\ mu “ " 

(</) I hey help to tir.ng about not only the economic but also 
the moral and social adi'mcemeiit of the members In these urban 
soricUes, however, there is less of the true co-operative spirit, the 
pavment of dividend* on shares introduces an clement of capitalism 
into the organization 

Some intorosting kinds of Co opeiation 

Other sorts of Co operative societies have prospered greatly in 
German)— -sorieiies for the purchase of materials, for the sale 
of products, for the puielnso and use of machinery loo expensive 
for anv one member etc 

In Denmark and some continental couniries co-operative effort 
among agncuUural producers has been strikingly successful m cunng 
bacon and m the packing and shipping of eggs etc 

III Co-operative production 

Co-operation Ins been least successful in this sphere , and 
co-operation can modify radicall) the present *ocial and industrial 
organization only by achieving success in this line 

1 he advantages of co-operative production, and the dangers 
and the difficulties which up to the present time have prevented 
co-operative production from attaining any wide-spread success — 
these are given in Bart I pages 2 12-2 13 

As Piof Taussig points out “the essential difficulty in the way 
of Co-operation in "production is rhat it attempts to supersede the 
business man where he is most needed Co-opcfatiou cciiiiioi 
dispense imth these leaders , il would have to enlist them ” 
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Ind i<Ti\l war about ccnous cMk n its train, and so wc require the 

ocrnrii,', of irdi -v'rial pear. 1 he principal a^fficus of tnrlustrial peace are 
Jirofit-shannc, welfare amnerements -Iiding’-seale arbitration (compulsory and 
Nolnntan ^ 

Pro ‘ ifj'rjiijr (1) promotes the nal and cfTicicncj of cmplojees (11) makes 
(brm can ful and economical in the use of matcnals and machinery (111) and 
Ihus incn a i the total product 'i\) and increases the income of the cmplojees 
who rccri\t w tci s at the current rales plus a share of the profits Profit-sharing 
his Its difiiciiUics , and it is disliked bj labour leaders and also bj' some emploj- 
<-rs who n card the power of dismis-.al a more cffccttNe instrument than profit- 
eliannir 

.Irbiira'ion is (11 \oluntar\ or compulsor\ (11) public or private Pnvate 
l>o->nl- of arbitration aie bas> d on voluntarj trade atrreements and collectne 
Icirgaining Piiblir boards of arbitration arc often boards of conciliation as well 
as Ivoard-. of arbitration 

Compulson arbitration has its difiiculties and it should be introduced onij in 
tundamenfal industries (like raihvajs and other industnos upon the steady 
actnitv of which the whole communilj is dependent) and also in sweated 
industries 

t’>u mplo\ mt nt Causis (I) inl< rml vir (phjsical, mental and moral 
defe-cts of labourers) (11) evterml (i) ejel ical movements (11) seasonal demand (iii) 
season >1 supplj fiv) change-, in industrial methods etc (v) casual labour (m) 
inclasticitv of v age-rates 

A'ewcrfics (a) the labour cschange <b) spreading the diminished demand for 
1 ibour ovtr all labourers in the affected trades (c) making the public demand for 
lalvour compt n-atorj as far as possible 

Po"ert\ and ilu toot law The causes of povertj are complex as civ ilisation 
itself The right to public relief is based upon modern conceptions of social 
dulv, and the state must take particular care that state charitj does not demo- 
ralise the recipients of the chant} The greatest difficulty is in connection with 
the able-bodied poor and for them relief should not be made too attractive, 
their position should not he made more desirable than that of the independent 
labourer 

Co opt ration IS the most successful social experiment of the 19th centurj- 

(a) Consnoipfivc rn operation (also called distributive co-operation) Advantages 
(1) It eliminates the sho|)kcepcr’s profit and secures it for the consumer (n) 
prevents adulteration of goods (in) avoids bad debts (iv) saves much in con- 
ne-ction with advertising etc 

(b) Co operative credit bad its origin in Germany Its remarkable progress ^ 
IS one of the hopeful signs of the future Some important features are (i) loans j 
to members onlj (11) personal sccuritj for the loans (in) management by members ( 

(c) Co-operative production has not been so successful as co-operative 
consumption 

Its advantages (1) The labourers are their own employers and in addition 
to wages, get profits (11) much labour of supenntendence is saved, and the 
energy and industry of workmen arc stimulated ui) strikes are prevented (iv) 
more continuous employment for labour 
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CHAPTER V 


Interest 


Defimlton of mU? ni 

The payment that is made by tiie borrower to the lender for the 
use of capital is called interest 

Opinions about Interest in the past and in the present 

Now the question as to w hether interest should be paid is one 
which has engaged the attention of mankind from earliest antiquity 
The lay of Moses among the Jews condemned interest j and the 
lending of money at interest was also attacked by Aristotle, Plato, 
Uvoofthe greatest names among the Greeks, Cato among the Romans 
and the Chnstian Church of the middle ages ' - 

The oppo'siiion of eai b' and medieval peoples lo the payment of 
Interest is easily explained Money was borrowed in tk,s period 
chiefly for the tmrpnse of consumMoiu the borrowers were poor and' 
m difficulties , and unable to pay the interest and repay the 
capital the> i\ere often reduced to slavery or to a condition of 
absolute and hopeless misery 

The position has comphteb altered now Now borrowers geite- 
ralb hoiroio for the purpose of pioductwn, they get an income from 
the capital borrow ed by them , and so the borrowers can without 
difficulty pay something as interest to the creditor for the use of 
the capital Modern opinion therefore does not condemn interest 
Even in modern times however man) countries have usury laws 
prohibiting e\cessive rates of interest on loans 

Theories of Interest 

Different explanations of interest have been given Some of 
these theories, are briefly described and examined below 

v/(i) Productivity theories (Malthus, Say, Carey & others) 

According to these theories, interest is a pnee paid for the 
Pioductive services oi capital The capital that is borrowed helps 
to produce' wealth and so the borrower pays interest 
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v(4) Labour theories 

- Interest is paid for the capitalist's laboiir In some labour 
theories, capitalist’s labour means the labour of producing capital 
(^) and in some other labour tbeones it refers to the labour of 
„ saving M ealth 

Exploitation theories (Mar\ and Rodbertus ) 

Onterest arises from exploitaUon, from robbing the labourer of 
, pari of the total i\ ealth which he produces / The whole value of the 
product IS due to labour, but the labourer gets only a part of the 
' value as wages , and part of the value produced by the labourer 
goes to the capitalist as interest, the capitalist thus depnving the 
labourer of a portion of the wealth produced by him The leading 
advocates of the exploitation theory are Karl I\Iarx and Rodbertus 
This theory is based upon the fundamental mistake of regarding 
the w'hole value of the product as due to labour , and so it has 
been rejected by economists 

tThe Austrian theory of interest 

The Austrian theory of interest largely associated with the name 
of Prof Bohm Bawerk, one of the leaders of the Austnan School, 
is briefly this 

(i) The element of time is tjie cause ofa/Tpheiwmetia^cqttjicrJed 
1 fiUl1_t21ijt.es f" 

Fuiuie <rop(Is aie ahuaj'S less valuahle Jhan^preseiit__goods 
Future' go'ods'are less^valuable than present goods ^hen the future 
gocds are uncertain , and future goods are less valuable than 
present goods of the same amount even when both are equal!) 
certain- and this is because desire which is the source of lalue is 
stronger for things near in point of time than for goods far aw a) 
though equally certain 

I “ The essence of interest tn short is discount The capital replaced 
plus interest is the full equnalcnt of the capital loaned 

The loan IS a real e\chanac of present goods against future goods Tor 
reasons 1 shall gi\e in detail in mj second \olutne present goods in\an 
ahl> possess a greater \alue than future goods of the same number and 
kind aad therefore a definite sum of p-esent goods can as a rule onh be 
ur bj a larger sum of future goods Present goods possess an agio 
in f”*^ e goods This agio Is interest” Bohin Bawerk — Capital and 
Interest 


(Bk III, Ch I\ ) 
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capital irran3 rnarker, tcnd^ ?ov ard^^ such a level tnat tDe 
demand for capital in tf’at market at that rate of interest,~is equal 
to the aucregatc a ock forthcoming there at that rate , 

ill Rent IS the incom- troni lind and other natural resources, 
interest is the income fro i capital Tlie) are thus both incomes 
from malcnal aids to production Here is an important resem- 
blance (2 ) ^ And there arc great differences betiveen land and 
capital ikind IS not n ado b} man but is a free gift of nature 
capital is produced b) man I he amount of land in a countr) is 
limited b) nature, Us supplj is inelastic , in the long period the 
amount of capital is not so limned, its supplj can be increased and 
IS increased b) the efforts of man 


Again in the short penod, there are some resemblances 
betiv^i rent and interest 1 he supplj of land has no elasticity 
m the short penod as well as in the long penod , the supplj of 
capital has also comparatively little elasticity m the short penod 

In the long penod, this point of resemblance disappears This 
is because in the long penod, the supply of land remains inelastic 
labile the supplj of capital becomes elastic 

(4) It IS also pointed out that histoncally rent increases while 
the rate'of interest tends to fall 


I Prof Jlarshall has said ren/, quau-rait 

and inlercsl are ihne speeds of the "^ame genus He implies that the 
resemblance between interest in the short penod and rent entitles 
us to regard them, broadlj speaking, as belonging to one group ot 
phenomena ) 

, r- ' ^ 

g ross interest 


Kelt interest means the earnings of capital when there is no nsk 
of losing the capital and no trouble of management 


Nett interest is also called pure tnieresl or ceonomte irterisi 
' he interest paid bj a perfectlj solvent government upon money 
borrowed bv it approaches most closely to this pure mterest or nett 
interest 
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What we commonly speak of interest is generally gross interest 
^ Gross interest includes— 

(i) Pure interest, (2) insurance against nsk and (3) also earnings 
of management 

The greater the nsk, the higher \mII be the gross interest— the 
risk imolved may bo the /rudr mi of the particular business for 
which capital is borro'iLd or it may be {^ijpii>>Ij-nk relating to the 
borrower’s personal character or ability Again of tn o loans of 
equal amount that Inch reijuires a greater degree of supernston and 
management rrmst pay a higher rate of interest to the creditor for 
his greater trouble of nianageinenl 

Rate of interest 


It has been already explained as to hoa the rate of interest is 
determined by the demand for and supply of capital 


(A) Different rater oj interest tu the same market 

We find that there are different rates of interest (gross interest) 
in the same market To what causes are i\e to ascribe these differ- 
ent rates of interest in the same market ’ The answer is simple 
Different rates are due to (i) difference in the asks and to 
differences in the trouble of management required 12) Again even 
when the nsk and the trouble ore the same, there may be differences 
in the rales of interest charged in different parts of the same market 
on account comparative lack of mobihlv of catiital 

(B) Different rates tn different maikets 
Different rates of Interest in different countries 


(ti) All that has been said of differing rates of intei est in the 
same market holds good also of dffeiing rales of interest tn diffife’d 
markets And there are other additional causes 


(i) One important cause is the disinclination of capital to^ 
migrate to a foreinn eo min , The people of a country wiU accept 

a lower rate of interest on capital iniested within the countrs' than 
for capital to be mi ested in a foreign country And this disclin- 
ation of the people to lend abroad is due (1) partly to the suspicion 
that foreigi ers and foreign courts nny not be fair to them and their 
capital(n) partly to the danger of war suspending the naiment of 
interest or principal the foreign country and nin also lo some 
extent to the fact that toreign investments must be made generally 
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through an agent \\ hose judgment or whose honesty may not always 
fe all that is desired ^ 

History of the rate of inteiest 

The fall in the rate of interest from 5 P c to 3 p c is one of the stnkine- 
economic phenomena of the second half of the nineteenth centur3' * 

Since 1900 there has been a marked rise in the rate of interest and it mil be 
considcrabl) raised b) (a) the destruction of \ast amounts of capital in the war 
(b) the immense demand for capital throughout the trorld for the purposes of 
reconstruction after the uar 

So much for the immediate future 

Then as regards the remote future 

Zero rate and negative rate of interest 

Some economists have made forecasts about the movement of the rate of interest 
in the remote future and they argue that the rate may fall to zero or it may fall 
below that and the rate of interest ma> become a negatne one This, they expect 
^vlll happen with a great increase in the supply of capital while the demand for 
capital will not increase at the same rate because opportunities for its employment 
are limited in manufactures and rransport aud agnculture will become less 
productue in future oij account of diminishing returns These writers exaggerate 
the amount of fall in the rite of interest to be expected in future The 
accumulation of capital is proceeding at a great rate The demand for capital 
though it may not increase as fast as the supply will continue to increase. New 
fields of industry will be opened up and for them capital will be wanted 

And there must be a rate of interest for inducing men to accumulate a suffJcicnt 
quantity of capital If there is no interest, many men would not save much and so 
the supply of capital will be insufficient to meet the demand Thus we expect the 
rate of interest will fall m the remote future when there is a large accumulation of ' 
capitalnnd comparative diminution in the demand for capital But there will 
be a rate of interest to make the supply equal to the demand 

And it IS to be observed that Prof PoxwclPs view that there is no absolute 
winimum is more probable than that of Mill 

Rate of Interest and the volume of currency ^ 'i ~ ^ , 

We shall consider this question (r) as regards the rate of interest f 
charged by banks for short period bank loans (2) as regards the rate 
of interest in general 

fi) If money is plentiful in the money market, then the rate of 
interest charged by banks will be low , and if money is scarce, the 
rate of interest will be high 

An increase in the volume o{jne(alltc cunrency will increase the 
luetallic reserves of banks , and when the reserve increases, a bank 

16 
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lends more freely to business men and at a low rate of interest A 
reduction m the \olume of metallic currtnc) in a countT) bnnp , 
about a nse in the rate ol interest charged bj banks on short penod 
bank loans So niucli for the bank rate of interest in the short 
penod 

(2) Then ne come to the general rate of interest, and the long 
period Other things being equal, {a) an increase in the volume of 
currency vill bnng about a fall in the talue of money (and a nse in 
general prices) and {i) a decrease in the volume of currency vill 
bnng about a rise m the t alue of money (and a fall in general 
prices ) 

And It has been prettj conclusively shown by Prof Ir\ang 
"Sishtr ihax rate 0/ iuteresi (ends in /he long run to accomodate 
itself more or less c/oselj to the changed value of money and there- 
fore to counteract in part at least (he loss caused by changes in the 
value of the principal of the debt 


The rale oj interest must change falling as money appreciates 
(through a diminution m the \ olume of currenc) ) and nslng 'uiTipnc} 
depreciates (through an increase in the volume of currencj ) 


0 


Summary 


I Interest is the remuneration paid for the ust of capitaL 


2 The rate of interest IS determined bj the relation betneen the demand 
for and the supplj of capital, and the equilibrium rati, is such that it equalises 
the supplj and the demand 


3 Gross includes (1) /Hire or (-) insurance against nsk 

(3) earnings of management 


4 The rate of interest tends to fall as the supplj of capital increases faster 
than the demand for it Thu nar has destrojed large amounts of capital and 
has brought about a great rise in the rate of interest 

Different rates of gross interest in the sam c market are due to differences m 
nsk in trouble of management, and also to some lack of inobilitj as between 
different parts of the same market One important cause (in addition to other 
causes) of different rates m different countnes is the comparatnc disinclmahon 
of capital to migrate to a foreign countrj 


Questions 


I What IS interest ^\ hj was the taking of 
times, and why is it not condemned non ’ 


interest condemned in earlj 
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■abstmencc^theorj (c) thlTxpTo.Son^hioo (d) thTAStnan theor”/o7<ntir«t^^^ 


3 Gnc a brief sketch of the complete theory of interest 

4 (a) Distinguish between net interest and gross interest 


(b) \Vh 3 are there different rates of interest in 
^"13 why are there different rats in th ktos market 


different 


countries ^ 


CHAPTER VI 

PROFITS 


What IS Profit ? 

Profit ts ihe tneome of Ihe enlrei>re»enr. 

The difference between the total money income which an 
intrepreneur receives and his expenses of production constitutes the 
irofit of the entrepreneur Profit thus ts a surplus above the ext>emes 
i^rpdnction. 

The component elements of profits 

The total profit or gross profit constitutes a composite income, 
'icludtng the following elements , 

^ 

(t) The entrepreneur's wages of superintendence The entre- 
preneur often does a certain amount of work, relating to his 
business, which can be done by salaned managers, and the re- 
muneration which he receives for this is his wages of supenn- 
tendence 

(2) The interest on the entrepreneuPs own capital, )invested by 
him in "-the business The entrepreneur may borrou some capital 
for his ivork and he may invest some of his own capital and the 
interest which he receives on his own capital is another element of 
his total profit 

(3) Rent of land owned by the entrepreneur is another element 

(4) The entrepreneur is a risk taker The function of risk- 
taking he must assu me hiyiself and it cannot be transferred b> him to 
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an emplojee, ^\orkiug for a -.alarj Am!. _ I he uuonie of ihe giln- 
hreiHur uihtch comes In him as. a itek-lpl -/-t ousUtules ihe pee nhar 
iiteome of the bu^u iessjmnity an incomi which ib nerer earned by any 
one except a hiibUicbS man who undertakeb risks 

Risk taking in this sense requires knowledge and loiesight on his 
part and it imolves careful estim ites of the amounts of product that 
can be got trom different combinations of labour, capital and land, 
careful estimates of market conditions and special skill in knowing 
when to buy and w hen to sell 

riu functions of ihe entrepi encm as a nsk hiker ca7i be i^isnn - 
s^inhefi from lii<: hinrlio ns us /nariacir I he manager's function is 
to look after the technical suL of production and to organize the 
factors of production tlie employ cr’s function as a risk taker is to 
look after the value side of production , to makg his U se of _capita^ 
labour. and land most remuneratne In knowing when ro huv-iin d. 
when to sell and at what prices Another element of the employer's 
profit consists in his g-avts of hareraimnf The entrepreneur increases 
profit by outbargaining the other agents of production and patmg 
them less than their marginal productivity, by outbargaining the 
inventors of new machinery and processes, the consumers etc 

These two elements of profits vis , (a) the income Irom risk 
taking and (3) the gains from bargaining may be regarded as 
constituting the pure profit of the employer 

Pure profit is a purely personal gam due to the superior efificiency 
of management of the employer as compared with the marginal 
employer , and it is independent of any monopoly advahtage, 
favourable conjuncture, or the mere labour of the manager as a 
supenntendent 

(S) Other elements of profit not depending upon the effi- 
ciency of the entrepreneur are the followang 

(‘^) Monopoly gains due to a monopoly advantage possessed by 
an entrepreneur 


(^) Cpjijttt}ctural ^ains resulting from a favourable conjuncture 
of circumstances which could not have been foreseen The farmers 
of Amenca may make large conjunctural gains of this character in 
one year through the failure of crops in Europe The unexpected 
death of a king by creating unusual demand for mourning goods in 
the country wall give large conjunctural gams to merchants vvho have 
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alrcadv 201 stocks of these goods and \u]l be able to sell them 
at a high price 

So cross profits include many elements and one of these elements 
ConsNts of pure or mn profits , and the theory of net profits may 
^ thus outlined ^ ^ 

The pnct, of coods m a community must be,^as to give to the^ 
most' inefficient entrepreneurs (whose slipply 'is required^ by the 
fcociet)), a profit includmc other items of gross profit (excepting 
pure or net profit — otherwise the required supply will not be 
produced 1 ne 7 )UH"viiil nilrfi>i/‘iteur gde 710 pine or net profits 
TlCf evil epi tiititr viot > ffiJiunl than the inarpfial entrepreneur 
4 ^e <5 a different lal profit, the amount of the differential depending 
upon the extent to which the superior entrepreneur exceeds in 
efficiency the margiml entrepreneur 


t A. zero rate of profit 

Some American economists have held the view that the normal 
rate of profits is a rero rate 

lingli-'h economists are generally of opinion that there must be 
a posilne rate of profits, and that normal profit is a part of normal 
supply price of commodities For Marshall's view refer to page 247 

Diflerent theories about profit 

L'hc word profit has been used in different senses and there 
arc different theories of profits 

(l) The theory 0/ tjis early Eiighsh economists English 
wnters up tiTtlic '^middle of the nineteenth century do’not separate 
interest <m capital from the pure pi'ofit of the entrepreneur These 
wnters use the xsord profit to refer to thejo^^am ofan j^ndmdiml 
capitalist, employing his own capital and also doing the work of 
managcm«rnt himself Profit m this sense xncludvs ( a) interest on I 
the taptlu! of the capitalist employer and also {b) his earnings of\ 
management 

( 2 ) Walker’s theory of profit 

The fact that early English economists did not separate interest 
on the capital of the business man from his earnings of manage- 


* “In a w-JV Hus gam IS ccif -mnihilating The uniform rate towards which 
pure profit tends! though .t never reaches it in all groups «t once, --.s a rero 
rate Comnctition tends to annihilate pure profit”— J B Clark 


Competition 
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-ment was due to this— at this penod business men worked generally 
with their own capital and not with much borrowed capital, and 
so the term profit w.as applied to the entire gain of the capitalist- 
employer due to his capital and also his management 

In Amenca however employern working with borrowed capital 
have long become a dominant feature of the industrial organization 
And talker restricts [>iufit to mean only the net gain o/^tkie 
emplo)er, employing no capital of his cnon (Walker’s profit does 
not thus include interest on capital ) 

1^’^ Walker further maintains that piofits constiiute a speaes oj 
same qenus as tent 

(1) As rent on superior land is paid on account of its supenoi 
fertility or superior convenience of situation, so profit is due tc 
difference in the business abilities of employers 


(2) As there is no-rent land on which no rent is paid, (the 
produce of the land being only just sufficient to pay the evpenscs 
of cultivation and contributing nothing to rent), so there is'a 110- 
profits class of employers The no-profits class of employers earn 
practically no profits, and they manage to subsist with great difficulty 

(3) As the rent on superior land is calculated from the "n^-reiit 
land, so the profits of the superior employers arc calculate by 
comparison wath the no-profits class of employers 

^ (4) ^As rent.is_pQt_ati_dem eii.t_ Qf thc-supnlv price of _a gTi- 

' cultural produce, so prof Is also do not form a Dari of the brue of 
manufactured products. 

Onticism of "Walker’s. theory / 

i The following objections have been advanced against Walker’s 
theory' and his conclusions 


(r) The supply of land is inelastic, it has got no supply price 
and this gives a peculiarity to rent, the income from land Profit is 
the income of capital and business power and business ability in 
command of capital has a supply price, its supply' is elastic 

(2) A class o_f employers earning no profits also cannot per- 
manently exist 


(3) Business men are attracted towards undertakings by the 
profits which they mil be able to realise All prospective gains of 
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the business man enter into the profits which draw him towards the 
undertaking, all ihe investment of his capital and energies in making 
the appliances for future production and in building up the 
immaterial capital of a business connection, have to show them- 
selves to him as likel}'’ to be profitable, before he will enter on them 

N’ormal profit is thus an element of normal supply price, and 
forms part of the price of the manufaclured product 

(3) Marshall’s view 

By profits, Marshall refers to profits of capital and business 
power Maintaining the continmty of the English orthodox view 
■about profits, he uses the word to mclude (a) jnterest^on^he capital 
owne d by the business man and invested by him in his business 
and (b) dso^ Ins'” earnings of undertaking and management 

{profits in this sense constitute the regard of the capitalist for his 
risk-taking as regards his capital and also for his organizing The 
organizing ability of the employer has a supply pnce ' 

Profits are thus justified from the stand point of private property 
under present conditions 

(i) The sooia^tio theory of profits 

For the socialistic theory which regards all profits as "kgaJizeds 
.Tobbexyii^nd for a criticism of that theory — see chapter on 
socialism 

f Profits per annum, and. profits on the turn-over 

In profits per annum we look at the annual rate of profits on the 
capital invested in a business , and the rate of profits on the 
turnover refers to the rate of profits that is made every time the 
capital of the business is turned over , 

Does the rate of profits tend to equahty 

There is no general tendency of pi ofits on the turnover to equality 
in all industries In some industries the rate on the turnover is 
lar^e, in other industries the rate on the turnover is moderate and 
m some others the rate on the turnover is low 

The rate of profits per annum also varies from industry to 
industry Profits per annum are generally high in trades m which 
the work of management is difficult and nsky , where capital is 
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relatively small and the wages bill is relatively large The rate 
of profits tends to be low in trades, in which there is a dis ' 
proportionate!} large amount of durable plant, that requires but 
httlc trouble and attention when once it lias been laid down In 
trades in which the speculate e element is not ler}' important so 
that the work of management consists chief!} of superintendence, 
the earnings of management will follow very closeh the amount 
of work done in the business and a rough measure of this is found 
in the wages bill 


The rate of profits on the 'urnoicr laries much more widel} 
than the annual rate of profits on capital 

(i) Through there is no general tendenc} of profits on the 
turnover to equality, there is ;« each trade and in ever}' branch 
of each trade a more or less definite rate of profits on the turnover 
which IS regarded as a fair or normal rate 


(2) In the words of Marshall, the least inaccurate 0/ all the 
broad statements that can he made with rcgaul to a general iendemy 

'^'ff^benl trades is that where equal capitals 

on thp profits tend to be a certain percentage per annum 

Tai. h U percentage on the 

to^Sne^I-nn^h VVf^^'^ that profits may be said to tend 

10 some rough "^ort of equality 




1 Relation of wages to profits 

aspects ^In th^fo^'l”^ ^^''died under two 

SrSnse thlt b complemcntar} m 

high wies It both high profits and 

the marginalTontabuhon of llbim '' 

.n 4 ch mdkSurcL'T/i.'aL’"’"’''^'''*" ‘"e product 

aud profits The uMre fbS rs ktln" aMaeomses w ages 

ploper or group of employers, the iks" .iTbKf foj rir®'' 

n Wages and profits compared 

(A) Busrness profits resemble wages cerfitm po.„,s , a„d 
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of Infos'® ’regarded as simply a form 

(H) \\nh(, difiorcncos between business profits and w aces m 
certain points arc 1 cr} great ° 

{<!) T/jc sahdi! cbaracitnsiu of Hit Inisuiess man's luork diffei- 
inlhUtfii' It /lom Ihe-Lork of iht ordinary 7Vorkman is ihal Jhe 
it'^iiiu itutit stands at Hu helm of mausfrj and guides its 
O!>cranons Into his hands first flow the proceeds of the busines s 
'»Jk! It js he who distributes to the other agents of production the^r 
shares Ho gets as his profit what is left after papng the other 
‘ig'-ms of production—tlie income of the business man, his 
profit, has been therefore described as a residual share_ 

Cl>) The ineffularii\ of Hie business man's income (his profits) 
offers a strlkinq contrast to iht much greater regularity of the rate 
of ivayes (i) TIu same enterpriser may liave a’very" large profit 
this 3 car and ne\t 3 car he may have no profits at all , but the wages 
Oi the same workman will not fluctuate so greatly from year to 
Jear ( 2 j Again the wages of labourers of the same grade do 
ttot 1 ar3 b) an3 consideranle amount while the variations m the 
profits of business men of the same grade are_ much more "consi- 
derable due to the chance elements in profits 

(o The differences in Hu profits of different entreprenurs be- 
longjjig to different guides are very (treat , and such great differences 
are not to be found in the wages of labourers of different grades 
And to what facts are these great differences of profits due? It is 
due in some measure to chance but largely it is due to the possess- 
Jon by some individuals of qualities not possessed by others ' 

(d) There is thus a larger element oj quasi-rent of ability in 
profits than in wages - 

(^) With the fluctuations of prices, profits fluctuate and the 
fluctuation in the rate of profit is greater than Hu fluctuation 
Jii price The fluctuations of the business man's profits precede 
fluctuations in wages and are more extensive A small rise m 
price will often increase very greatly the profit of the business man 
and will lead to a rise in wages which is much less extensive And 
as the rise in wages is not generally m proportion to the nse in 
pnees, the real income of wage earners wall diminish and they 
will suffer while the businessmen wall be enjoying prosperous times'’ 
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Interest nnd profits 

Lnrlr English economists did not distinguish between interest snd 
j'To'it At ihis stsce llie emplojer wis nlso a capitalist and the total 
ncom- of the emplojer-capitahst was regarded as his profit, and 
,ni3 total ineoine included interest on the capital invested and al-o 
the remuneration lor business manacement or organization 

Am^m an econoim^ls hate, however, brought about a distinction 
Ov Uecn interest and profit which is not. widelj accepted Interest 
the nmuneratio i of capital, and profit is the remuneration of the 
1 iv ne '' man lor hia seniccs of business management and ri-k 
ill ' I'c 


Summary 
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Quoations 

J WHj.ifi Mill iim’'’isnn(l 1>\ prohU Distingui^ih bctivccn grc^s 

■'ml rut (‘I'l’ftti \\ 'ivl* iu iir^ “ Mow icl net profits to be cnlculatcd ’ 

Mrttli linr-'i\ Ifi t!icor\ of net profit". tn «hnt respects does the 
lOU of nr! ptofit". re riiible tin thiorv 

t »i M U'-s t} i foJtonini; -tnttnKnN nf Wnlker 
(t) in \ o** tht ‘Lime conu*. i*; ant 

ftij IVi'fj'e do n '* fo'in part of (he priCc ot manuf'ictiircd products (1909) 

4 Jn rrlnt e-t^^c do p'ofits ten I to n t |jilit ’ 

5 Oi'tinirui-’b b( lotto n) profit and interest (b) profit and uajjcs 

(foiH, H ) 


BOOK VI. 

The State and Economic Life. 

CHAPTER I 
Publ ic finance 

“ ^'P^ubltc Jifiame IS (hnl i)i auch 0/ economics tv/ttch deals with the 
revenues and e \.pcndilni ei of i^overnnunts and with I he administra- 
tion of such revenues and expendituies 

Carl Plchn defines public finance as “the science uhtch deals 
i\uh 'the activity of the statesma n in obtaining and applying the 
mati^n.d ni’i^ nsheccasarv fo r tultiffinctJ he proper functions o f the' 
stair, “ The espenditurcs of the state are for performing the state 
functions, and to meet these expenditures the state has to raise* 
revenues and to administer them 

Importance of public finance in modern times 

(1) The total amount of public expenditures at the present 
time IS of enormous dimensions and an enormous aggregate of 
public revenues has to be raised ever}' year to defray, these expen- 
ditures 

(2) Not only the total of public expenditures is very large, it is 
increasing and it is increasing at a very rapid rate I’he gradual 
expansion of public expenditures is being brought about by the 
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\\XorLb Ltr , \'.hicli \\i r<. not unt 


i ctiKfti lA„o\(rtim ntb of nrlicr 


1 ir;;. 't mi 1 s 1 < !> ['■tiiJ'’' m cvtrv 
.ofiU'p ndt.iiP b .nn I t<\cmt.iof 
an. ituicii !ar4i r tinn lii rtvonur-. and 
t tniiUi inilhoMWc v ukin i.i’ btati rnii 


ts til 
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j~ Ljoicrnmcnt lni''UK''b 
nd\'inci-(l modi rn bin!, 
n itoitnuncni c\cr) m, ir 
t\p..ndiuiri b ot till, rn liv.. 

i,o\crnnii.nt is tin lart.* sl_ <. nit»Un * p of laliour. ' ttf'i" tf'o MJ'tn'O 

niKl so ttil]utjiCLs_|ti< all) mt'^ f'd C/’dlfAliyi'’ — k'— 

mt-iu for Inh oiir \iiil po\ cnimtiu Ini ->> i i.ut o lU a 1st in i’’ 
c\lont. the inlkii iioi. (direct ind indiriCt) tint tin (>n\tratiKnt 
rc\i niics nnd cv-pLoditarns < \< n ISC iipoii tin production, disinbu 
lion ind coiisiiinption iif m iltli n c.K^rmmis 


/ nf ?<• ir fh s f ) rnnot t l} i /\J>trt:h*(ir/s (l> i 

//..r ! t ddf Ufii r' t i f j tt ninjiiJjjnjl-Jx/ F n^lisli naioinl debt 

tlurinp the uar Ims incrusid from limit ooo m .llion ‘o ibotit 5 ort? 
million, mote tlnn tin tiiius mil siiinhr nun n s lii\c til cn phtc 
in other coumnes C\cn after the i\.\r, nation d cvpi mliUirt “> on 
account of interest charges on nuioinl m bi war pensionb eti 
uould be iniirh larger than in the pre war jicriod — Marslnll''- "i 
estimate for after w ir cvpediUire in En daiul i that it uiU be more 
tlnn twice as much Iiefore the war, ami pO'sibl) \ lurh more 


For all these reasons a sUid> ot the aeti\it\ of the sttlc, its 
reteniies and expendinircb is oi areat iinportnnci 

The law of increasing public expenditures 


The immense mere ise in public expenditure widiin ri eeilt times 
has led to the fornnilation of the law of men asing puhlu e xpen- 
ditures by P rof,, Adolf Wagne r one of the le iding ei onomists of 
modern German) , ami'ihe I iw n thus translated b\ Prof Id) 

“Comparison between diHerenl countries and cliflerent periods 
show regularly among progressixe nations an extension of ]nililic 
activities This manifests iLsclf cxicnsit el) and nT U ' ltsu I E i kestatc 
and Its subordinated political units eonlinuall) limitmTc new func- 
tions, and they perform their duties old and new better and 
better 


t Aftcr-wsr Problems 
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the needs of the 
ih u 1" common needs are 

In ta’*'' ">0i ' ,,,ff ^,\ient^^peci^> ^ needs continu- 
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c nf public Finance 

_^„„„,e.n.Coarpnnc„ald,v,s.on= 

The subject ol pn , 

(,) Public 

^ 2 ) Public Revenues 

{,> Public Debts 
(^, rnnncnl expenditure 

Prlnclpie‘1 FeffUlatlng' p expendilure ts 

•'“■■' . 

.hould be aimed tit advantageous to assu ^ 

Progressive states hnd o Stend gradually its 

runS at d.Cfc-'‘ .'l.= "f «"ef rn Se'p^C of .he ®.e 

londenq on .1 e J ,, <les,r“b^cj 

functions in functions anu question, the ^ 

underrrl-c ce.™ ansnerm^ or dogmanc 

connection dogmal^^ i 

, juierferencc ^ ^.r to whether 

theories of pat ^ 

He the society the socuty ,s o ilt]uJi}]lol<^ 

the advantages {hose functions 

disadvanlase.’ ^ ,i,tiitrtal‘i’‘a general consider- 

‘"£-!££i-»" "" pobho capendrtures, certarn genera 

ations auggeat thenrseW j^^be^suoh M r^ 
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(2) Public e\pcnduurcs should he economic al, m n double 
sense (a) they should a\oid ua'-te (b) they sho ihilTitcmpl to a\oid 
all indirect evils ( t) There should be facilities for p^ ^u^cnticisin 
and adequate check (5) \nd finalh tlies ^penUutlffs'-siiQuld be 
pinsti e increasing with the resources and the needs ot ttic state 
and diminishing wath a decrease of resources or needs 




different WTiters on this siibicct 


followed b> 


'T .1 classificaltoti made ~vith resf>eii (a ol’jectf of e\ptnditui( 
IS the following — 

(a) I’Xpenditure for national defence (m? arm^, na\j, 
etc 

(b) Expenditure for the poor and Iiclpless ^ , 

(c) Expenditure for education and culture (schools, unnersitiK 
museums, picture galleries etc ) 

(d) Expenditure for commerce, industr\ ind government 

(-il A classification made with respect to tht, pohittal uniti 
which control the ex-pcndituri, is given below 


(a) Public expenditure b) the centr"! goveniment of a country 
{1 e., the Government of India or the tederal government of Ih' 
of the United United States) 

(b) Public expenditures bv prov mccs and state government 
(e g , the provincial governments oflndia or the state governments 
States ) 

(cl Public expenditures by local units c g , the Indian district 
boards and municipulities and corresponding political units of other 
countnes 


iylll PUhn’s classifiiaixoii 

He classifies expenditures into (a) expenditures cKclusxveh (or the 
common henefit—'dax expenditures for the common benefit are 
classified into (1) expenditure for general administration (u) 
expenditure for the legislative department (m) expenditure tor 
public buildings (iv) ex-pendiiure for public defence (v) expenditure 
for means of transportation (val expenditure for education (vii) 
expenditure for assisting private industries and commerce 
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(f>) HxptrdMkire for Iht of individuals 


The cvjwt^tire tor the benefit of individuals includes (1) 
tN^icndmirt. chanties (11) pensions for public servants (m) 
bounty and protection (i\) e\penditure foi the adnnnistration- 
of justice (v) c\ptndilure for the betterment of the property of 
indiMthiaK (m) t\puiditure in public industries ^ 

fV^tiblic Revenues ' >' * 1 

Wc base nc\t to sec what are the different classes of revenues 
I'hich are raised m modern states to meet the public expenditures 


As there arc dtnercnl classifications of public expenditures so 
there arc different classifications of public revenues by different 

Public revenues inaj be usefully classified in the following 

manner 

(a) Extraordinary Revenues consisting of the" public loans 

» 

(b) Ordinary and permanent revenues consistingr of 

•// Revenues derived directly from Government ownership 

from public domains e g land, forests, niines, 
tic , owned by the Government tn pioprietory right 

(bl Revenues from public mdustnes 1 e , industnes owned and - 
managed by the Government eg the post office, and many raihvays 
in India, railways in France, Japan, Germany, etc , 

(c) Revenues from interest, investments etc (e g the interest 
on tile Sue/ Canal shares owned by the British Government ) 

"/'f' Revenues derived from the incomes of pnvate persons and 
corporations (a) Fees, (b. Special assessments, (c) taxes 
/ 

' 7 /^^ Mi^itllavcous e g , patriotic gifts, finesj etc 

(B) Pi of Plehn classifies levenucs according as they are justi- 
fied fa) by common .b) 01 special benefit , and we have seen that he' 
has followed tlic same principle in classifying public expenditures 


ou riJNEs or ] coxoMics 


Public domains 

IliL Te\i.nuLS Irom pjhlic (kmi-un^ con>)-.t of tht. re\enuc> Itom 
g-n-iriihi ral hnu, and forc-'t*: etc ounid In the state wti 

nnin^^n^i iIk intcri sts ot the public rc\cmi 1 lie reicmicS irt n 
public (lonnins con-.titiilcd the most iinjiornni source of p ibhc 
reitnuLb 111 culicr iiiiu.-' 1 he oldest lorm of public jiropcrn is 
land and the public liiid on^tmallj embraced ill the temton of 
the stale 

i'lie German stiles are m favour of letainitv their doniaiiis in 
lands and fon^ts and lhc> derive a ( onsiderable revenue fro.n 
these sources On the other hand, in England, France ind 
the United 'sta'es tlie pohev of stcndih diminishing tlu public 
doniai'is lia-, been and is being followed 

Modern English and American writers do not favour the piibln 
ownership ol attricuUural land because land under public ownership 
(evcejit when in chargi of a liighlj trained bodj of expert olTieuals .as 
in Gerniaiu i does not form a salisfaciorj source of revenue 

] hi pitllic o'it iiershi i! of forests IS h >'c n e> ^(uerallj luiv'iiaieil 

This is due to the fact that (a) the Government in ns management 
of torcsis takes into account the_ i nterest of the romnmnitv as n 
whole and this the private owner docs not (hi the Government being 
a permanent institution can afford to wail for aMong lime for the 
eaionomical use of timber land but this the private owner cannot t^c) 
and that Government management is made tiracticablc on account 
of the routine character of the business 


Land nationalisation 

This subject is treated in the chapter on Rent 

Public Industries 


Industries which have succeeded well under government manage- 
ment have been mdiislrtts of a mo7topoiishc char a. Ur 

(e g the supply of water or gas in towns etc can be made to vield 
a considerable public rev enue ) Industries which arc naluralh 
competitive should be left to private liands except m certain cases 
where political considerations or the desire for national industrial 


expansion make state interference and 
- iv'vitable (Refer to Book vi, ch u ) 


control 


necessary and 
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Pees and special assessments. 

, (Ji) t A’ ees The state in the evercise of its functions sometimes 
v ^ifera special benefits upon particular individuals Ay^e is a 

- made by <i cu'is n io the slaii Jot some special servui 
. ^l-'^'^dered by ihe s/ah lo ibt t t/tsen, and the service being largely 

non-conimcrcial in character ° ° 

litigant w ho pay, tiie court fee for instituting a suit in a 

- 1 -ourt denies a special benefit from the pa3ment of that fee, — the 
t ^cial benefit is that he la allowed to bring his case before the 

Court 

Some evamples of fee, arc -fees for pass ports, fees for recording 
*^brtgages, for recording marriaaea, etc 

Among modern progressive nations, it is found that the relative 
tiiporuance of fees as a source ot public revenue is declining, and 
that a greater and greater portion of public revenue is being raised 
not b3 special contribut'oiis like lee, but b) general contribution? 
hke taxes 

(b) Special assessmtn/s 

A special assessment is a compulsor3 contribution levied upon 
the property of private individuals in proportion to the special 
benefit conferred upon the propert} which Is improved in value by 
p ublic expenditure undertaken in the public inte rest 

In the United States of America, a city often provides for the 
expense of improving a particular street (a) by laying part of the 
eost upon the municipality in the form of a tax (b) and by raising 
the rest of the money required in the form of a spet lal assessment 
Upon the properties of those citizens which are increased in value by 
the improvements undertaken b3 the municipality 

/'be advnntngCs of the -special asie^'tiiu nl ':jsieoj 

(1) The «;\stem of special as^tssment is e\idcntl\ just and cquitahk liccaus« 
those persons’ onlj ha\c to pa) the special assessment uho dcri\e a special henchl 
n connection with their properts from the public eapenditurt 

(2) Another ads-antasrc is this The spcaal assessment K)stera makes il 
lossiblc to earn out street improiemcnts etc , at a much _inster^ rate than would 
'O the ease under a s)Slera of improscmenLs In general taxation 


+ “The essential characteristic of a fee is the CMstence of a mcasureable special 
uonefit together with a predominant public purpose ” “ The absence of public 

purpose malles the pa)mcnt a price, *he absence of special benefit makes it • 
tax,” Sehgman — Cssa)s in Taxation r 
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Tne disndvniilngis of Hu sjji’tDi 

If the miinicipTl "lucrnnimt ol T rit\ is corrupt, tin n the s) turn of sptciti 

n>-,Lssmi-nt uill Kjd to i\tri\v^t)t L\pcn(litiirL iiitl to frn it coiruplion antt 
pibbcrj Public impr i\ i iiu nb. Mould be imi'cM ihiii not for thi public cni. 
hut to gne pruhl a n tmploMn. nt to f-i\ountc coiitrnctor- , vnJ the cspctiscs ot 
'’Ucli impro\cnicnts bt-in,! Wiual) met from ^pecl il 'cs'-i ''im nts, tiKTc '■m 
be an) \er\ cbivc md ttititi-sm b^ ibc i\ botU ol l V 

1 he s\-ttni ol special iss,s,nicnt li is tncii ii r\ t vtcnMich used m the United 
State s It w not us, a in I ui opt at li ast on anp i onside r ible scale 


t axation. 

Definition 

A (a\ is a coiiipiilson_^wnirjbiitioii_lt\icd ii]ipn person s Inaiur al 
Ol coiporile) f6rjLhe_ocnerfi purposes ol tlie GoM-ronij^jlt- 
, A’ift and r/tffta / 111 .itwiri A arc conliiouti nb in ide bj persons 
I to the Government /o> hm jili receiied b) tliC" ^ nrtrJ 

' 'are levied to defray the evjiLnbes of the stite jdi ronfniii ^ t,'mmon 
upon the cili/ena ol the stale, and not special hcnefiE to 
parpctilar peraonb 

Ia\ation is by far the most important source of public revenues 
in all progressive modern stales India i uses almo >l half of her 
public revetiues from non-iti i s^uuii , and this is bcciusc lieavv 
taxation of the ordinary kind as nraclise 1 in rich and progressive 
countries would be tmpriccteablc m sueh a poor country as India 
In England, Franco, the United blUcs and oiher ueallln and 
flourishing countries, taxation piovidcs much llie greater proportion 
of the public revenues 

In discussing this subject of taxation we shall have to examine 
hvo c'asSts oj qiieslwvs (i) Taxalton in gciiial, Hu ni jr 'ih H i Qitiiy 
{^justice) ui iaxaHon, mtioris of 1 xahoti etc and (ii) SpecTfu laxes _ 

ITheoiies about equity (justice) lu taxation 

' What IS the ideal of just taxation ? 1 his is a question of the 

greatest theoretical inteiest and. practical importance in public 
fiuauce It IS a question whitli has engaged the earnest attention o' 


t Walker on the ideal tax 

The ideal l-ix, according to WalUr is a tax on faciiUv 1 acult\ ( Uic pouc 
ol production ) constitutc-s the onU tlieorcticalb “ Just tixsis of ctmtnbutior 
S,uppnsc a M orb of general concern requires to be constructed All ahltsbodic 
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iiul St its.muM 
Kr.yu, tJicone. on ihi 
C'w n 1„ 


ilfov.r th emits oJnorld There are 
subject an i die must important of these 


(a 


‘Pli’ btnoflr tli nji-y 


■«,,!, ''!V',’, TV" "”" 0 ,'" ■> 'ecurod by 

. c'r ,l,‘. ue ■" from tht 

!)LlielH di' or\ is opsii to the folloi in^ objections 

mil the poor receive the !,meatest benefit from 
oiiication and are, if necf ssar\ 

■ -rear !'7 4-n^piment cvpense I hough they receive the 
benefit ihei ire houever least able to bear the burden of 

Hion, and ,[ HouPl be unjust and immoral to ta\ these poor 

on in proportion tfi th^ iiencfits r^-ceivcd by tuem 

(bt Again .is r^-girds dilLrenI ci.asscs of society it is impossible 
oMctK Mint proportion of general benefit goes to 
i< riicuiar mdmduals bo lavation m proportion to benefits (le- 
coiics impracticable 

(Ph. benefit thecrj re.ally applies not to t.i'es but to fees and > 
special assess no Us which arc levied m propoition to benefits' 
ftceue' 1 hj p_rsons making fliese payments^) 


I'f-rson should 
•-vset 

"hich 
tltOb 


nnn «or) af'ccrdins' to Ins faculties in the 

useful This IS the form ol contribution 
all primitive rommiinitics, and the larg-cst tas of modern 


turn out, and < ach 
in uhirli III could he mo-,1 
Is prev alent in 

"impuli-or^ inilifarv serv iCe is assessed and collected on precisely thi 


ill er admits lhat the facuil> tav thoiifrh it is the ideal ta\ ir impracticable 
'^ole tax, in i comolicated condition of industrial socicb Hence we have 
u<- different taxes on expenditure, on income, on capital etc 

Purely ‘Economic’ theoiy of taxation 

Tins thi orj boldiv proposes to abandon altogether the .attempt to follow out 
‘c equities of eontribution Wall er sums up the Ihcorj thus “W'hi mahe the 
‘Vf'eless elTort to ajjportion the burdens (of taxation) with absolute justice" Get 
a best government jou can, maintain it at the least expense consistentlj watb 
locncv , collert the revenue for the service by the most conv.'nicnt simple and 
nexpensixo m< ans ’ And in this connection. Walker quotes McCulloch “The 
. feature of the best tax, is not that it is most nearlj proportioned 

’ the means of individuals, but lhat it is casilj assessed and collected and at the 
^'inc time, most conducive to the public interests ’’ 
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(n) The equal sacrifice theory 

Min) writers maintain that taxation to be just, should cause 
equal satrifice among the ta\[‘ajfis Equal sacrifice is taken here to 
mean eqiialit\ of } roportwiial sacrifice and not equality of absolute 
bucnfice In other words the tax pa) ers after payment of the tax 
should occupy tne same relatne positions which thc) occupied be- 
fore they were taxed (So according to the equal sacrifice theory 
taxation should be so framed that the marginal utility of income of 
different tax payers is affected in an equal degree b) the taxation 
imposed )■* 

This theory accepts the existing distribution of wealth as just 
and It holds tnat taxation to be equitable should leave present 
distribution undisturbed by imposing a proportional sacrifice upon 
the tax payers 

(111) T he faculty theory 

Most economists are of opinion that justice in taxation can 
be secured by following the facuUs oi abthlj principle Taxation 
should be levied upon persons in proportion to their faculty or 
abilit) to pay and not m proportion to benefits received by 
them 

In thcor\ jl is perfecllv just that men should be made to help 
the slate revenue in proportion to their power to help themselves 

Persons who can earn large sums for themselves and so have 
ability to pay heavy taxes should be made subject to heaxy taxation 
though these persons may not denve much direct benefit from the 
taxes , and the poorer classes who cannot earn much for themselves 
have comparatively less ability to pay and so they should 
be taxed lightly though they may derive much direct benefit from 
the proceeds of taxes Faculty u a letter criterion than 
benefit 

Now how IS faculty to be measuied ’ 

(n) Some suggest that faculty is to be measured by consump- 
tion This view IS not satisfactory because the consumption of the 


..d th,. „,h„ o, 
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A consutnp* 

, CKS.. . 'r>etSat'r%^o- “ con».u.e .o 

uon of llK riclicsl clabS>.» 

llic SUIC rocnuc .. .hp miemeMure 


non 01 uic — 

the suite re\enuc hrofer'y ii> the true m ^ 

Qiicccst r F fliffets gtco-tly 
(W S totusisthat may have a 

of :inluy I he ohjcctjon u P-J J^^ion 

producmencss, am ^^^ly great abihy the best measure 

l^ge income ami CO i ^^at and most vndely 

(c) 1 hen limrc tU objectio 

of abiht) i lus li’ th completely satis- 

acceptcd measure of abihty ^re not equally 

Of course income as a^^ equal ^.^d also 

factory in O', cry 'laj j^easurc gg^ one m£^ 

permanent and g ilh uQU^^^ less ability to bear 

because of iv-o P ^ ^nd so may h 

larger fanul> to supp rneasure of ability 

"“"u . ,™,. OSS, we ho.e,or lojnt; ^4^,: us - 


taxes and in others*) ^Monil inr 

iijbu.oEo^4?if?fe:ny£^^^ i 

oL^f ,< 1-9) “ “S’uf .ooo ,v.U m 


Its 

Rs 

Rs 


UlieJl^tte^^-tl^n^e^^^ then — g of 

ol 3 P as i ooo iviU P^y 

r^r(5^3%>^ 

500 Mill pay is incqmciorprSE^ 


S 500 Mill pay l^s mcqmciorp^2E£^^ 

.s 30(10x3=30) ,,on ins£-®^^^^--^lSs7?^n«ii/^;Li=^pp % 

, c for RS ^°’°°ggsivc taxation] of vicovu , 

;hen Me have progi i^gnal ^’'S^tton uf [>roperly 

We thus p> according to the 

and also proporli^n ^ed by levying taxe 

Justice in tuxat'oii is 

faculty of tax pay ^ 
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1 he facult} thtor\ Lads directh 10 ihc question of progressue 
ard jjroportional ta\ation 'i( /i}c)i 7 f Iditr inatiurc of y 

/ I 1//)' ^ -I propontottal r<iu <-/ toxahon o) ^ i^jessn: rale (f 1 
la xaltun ^ 


Pro e t-wa- 
tinn IS a bitter 
measure ot {acoVt\ 
t.Vau pToport,ioTia\ 
tasalion 


a poTsOn to 

n ii ! Hit if 

the ibihty 
liiglior for 
1 ho lu'irf 


Regiessive and Dogiessivo La:xiitJGn 

It tlic ra*e ol taxation ilinuni''ln.s is the inLiiini, or [iroptrts inrnases Mc'hart 

rr r, ■,\r e liixn*nii and it tliu rate of taxes im rta'-i -• fa tir than the income or 

prupii j but towards a iixed luaMiiium rate rliicli it ran iiticr e ci etl it is 
known 'X'-x (ii iataUoi 

fy The aigumeut in tavour of progressive taA-ation 

econonusts are agreed that llte <;'o//, t ot 
pa\ taxes nurthist-s more o;__y ; o; O’J 1 n 

ttutme ir prii^al\ and sO following 
ihcorj, the rate of taxation slionld he 
larger incomes or larger properties 
of prn^/tsstve i<7\,ih>i// foho^^s nainTa\\) iTom 
the abilitv or the lacult\ theory 

Arguments againsi progressive tax vtion ( and in tuour 
of proportional ta ition 1 oncl a.i e\ nunalion of these 
arguments Ihe opposition to progressue i nation is based 
partly upon an objection to ilie principle ol procrression and partly 
upon adnnnisi.rati\e difficulties eonnected with u 

(t) Sonic cntieb say that a progressiie s\iicm of tax ition with its 
higher rale for ihe upper classes is soei ili-uc Trogressue taxation 
regauls the existing system ol the distribution of 
wealth xs uniust while as a ni titer of tact, the 
existing sxbteni is just and slioiikl not be 
disturbed So the progressue si stem is wrong m 


Progrcbbiie taxi 
tion u rone 
principle 


principle 

(2j Even if it be rdmitlcd that the present s\sieni ol the 


diatri 


And aUo wron 
in its method 


hution of wealth n. detcelnc, the delects should he remedied not by 
taxation but by more direct melliods dealing witli 
the root causes of existing niecjuahties Better edu- 
cational ficilities lor the people, proper control of 
monopoly nidustrivs and a provision foi widei industrial oppor- 
tunities art much better instruments for removing the defects of the 
exiotmg system ot distribution than any sysfem of pro<rressive 
taxation ‘ ° 
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Writers \Cio do not regird progressive tavfttion as socialistic and 
""ho are not opposed to removing some paits of the existing 
inequalities by taxation, some of these uriters point out other 
objections to tlie application of the progressive principle 

(?) F>(>giess)7>e ij gallon, It is nninlained, nouhl Fsecl Ihi^ 
accnmttla/ion of a.nlal (The ansiier to this is, thtt even a 

proportional lax will check to some extent the accumulation- of 
ciipital , and hence tins argument against piogressive taxation is 
niore or less an argument against all taxation m general 1 he argu- 
IS not therefore of nmeh practical value ) 

( 4 ) A iox’.vould b bul e fodiutivc 

Of rlcuu!lhanap,of'^un,alU7^ and so there is no necessity, 
for a piogressive tL (This is an argument u^ed 

t>fprogressne taxation 1 he ansiicr to fbl and even 

progressive ta%ation will mexan a "'‘udi nroduclive tlnn a 

50 that cast where it is only slightly u ^ richer 

p™ron,„„ai ,na. v^t 

cia-,,31 the poor ciasso tuu 

nioasure of lustice for the masses) 

(5) Another oigutuenr sometimes advanced 

porbonaland against progressive taxation is^ n^^ ^ 

^oul! had tlu liJut 1 maU Ja 

imonu so af io avo\d iht bigbc/ rate , 

(The eWender. ^ i»“«-ro''Lrc'r » S 

f ob^co.. aoe, 

oot apply to progiessive taxation a one), 

(6) Lcther ,n,t for-J 

and f.voer of proper., o,..d lovruon ,,,, 

nntfonn ^vfuuas a "^^ticous (We maj answe-r 

variation of the rate is arbilraiy and ^ 

to this, tliat all taxation is forc or i paer- 

rote of taxation hem-g fixed no y common sense of dm 

Timed bj the ethical ludgmenl anu um 

government) ^Htanced a^imst procrcs-ioim 

An examination of ^.„r) far fro n' ' 

thus shows that the objections r ^ ,n fivour of progression 
dec,., VO nod ,„dend go l'°,Scl,cnlh ,«W „ u pneo 

The progressive ureatl) vxaggcnmd 

cable and its administiativc dim 
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4 moderal( de^rfc of ftro^i fsslott ^ho'thl ‘e atrud ot \ tTS blgli 
/jn'^re^sion ^\lll be perinp^ imjiist, will iroust gr. nt op}ioMlion from, 
the rich ind propertied ehs'-eo, check the neuimililion of cnpitm , 
sl-icken the energies ol indusiri-i! Icider' and retard industnal 
progress ' 

I he subsistence minnmiin imist be e\i, mpted from nvation 

Th{ (tun should he essioii fet the {iixittuu S) Stein OS Ct 

[oholc — stronger progression might be necessnr\ in tiie case of one 
tax so as to coiintcrret the injustice and nminoiis effects of other 
taxes 

The enorinoiis expenditures ol the last war liaie brought about a 
great extension of progressive taxation 

C apons (or principles) of Tnxntion' ^ 

Ever) countr) must carefiilK idjiisi its taxiitoii sxsiem (indeed 
Its entire System of revenues and i xpeiidituri s) to its eeonomu, 
political and social conditions, us mora’ ide-iN, its historj md in 
some degree t\on to Us prejudices I iu eliiel canons or u m nil 
rules relating to t ixation are the following 

(1) Tht (irutctple of su(nnenc\ 

The taxes must be adequate so as ie> laisi a sufnnent reictnie 

for the state an anmiallv recurring deficit is n great politic i! and 

economic evil and it must be prevented ft the revenue required 
for enabling the slate to discharge Us proper functions, it Ihi' 
revenue cannot be raised In gooii t ixes u will Ik necessarj 

to levy even some taxes 'ot somcwlnt mu nor (lualuv this lias to 

be done in war lime and other periods of stress 

( 2 ) The hnncipk of eg mt], i msitc , ) m ht i.oo — All writers are 

agreed that equitj m t ixation is a luiid imenial requisite the burden 
of taxation should be distributed equitibl) ■'mong all classes of tlie 
population Now how is justice in taxation to be secured ^ 
Economists and financiers are Uj no means unanimous on this point 
but the opinion most widelj accepted among niodcrn ceoitomisls is, 
that tuUo-nuiur the 

X^SdllTL^XiflSlldL £ersona— tJiotild . Jjg^taxe d K\“ the sta.e m 
pro portion to their ability, t o_ coniribui, A nd for t hlT progressiv e 
ta~eation is necessary ■— — 

^,( 3 ) The prtiicipJej)h_s<.nnom\ 

This principle declares that other things being equal those taxes 


X 
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j-TT— III proportion to the revenue, produced by the tK 


tt-nnl -IK of officers to supervise the collection of the tax 

economv' expensne nnd nould be opposed to the principle of 


A tax upon an 

con^.H increasing returns, ^^ould cause a 

he loss of consumer's surplus to the country and would 

of opposed to this principle la-\esjj p_gn the consum ptiQn ' 
■^^^iir|oiLS_articlcs_e_ £ _alc^ohc_ jig.uSr7a^;;;^ejJa^ 

riimini. sh the consumpt io n of these things an d vonM be 
4Hu cjn accordan ce wi t h^tli e41Dncfple~ofjJiL£ir) oitm 

th possible, taxes should be so selected as to cause 

c least possible amount of inconvenience to the tax-payers as 
regards time and mode of payment etc — 

( 4 ) jr/j^ t>rinci^Ie of deartless. 

Taxes should not only be equitable, economical, convenient, 
icy should also satisfy the principle of clearness 

I Tjl£J2rn ictnle of cl. ftainess maintain s tha t taxes should he framed 
[dLS ^h a manner that people uhohave to pay taxes shouIcTbe able" 
*2ix0 ^rwlithou r5 Tfficuit)"7V//<if tlrey have' to pay, ?t>/;ir?7 ttipv have to 

5 T/ie f}rinci{)lf of yaruty 

Every" tax tends to bear unjustly upon some particular class of 
people , so there should be variety in the matter of taxes, there 
mould be different kinds of taxes, neutralising the defects of one 

another 

6 ^ /ie principle oAelasiictv 

A country has sometimes to increase its public revenues 'to' 
JPeet a temporary or a permanent increase in the public expenditure 
system of a country as a whole, should be elastic in th e 
^geLth atth c total tax rej^^ ue.ca p. be increased within reaso pnhlr^ 
‘J mits by incr eas ing the rates of .all— Qr__some. ot the taxes nfjhyf 
^-^Sljml^vjDio'u t arterin g-SubimHlijlX- the distrib ut ion of the b tird^ 
PLjaxationjupo n the ..^differen t classes of.. the people Elasticity^ 
not only” desirable in any particular tax, it is emmen'^y desirable in 
nie tax system as a whole 


fMIlALL 0 / econoriL 
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D ri I l(h\f^ in In M ii \ ,i h 'he <■ I't u > f, r y -r n . r< 

fxtct. >•' In, I, () III huiltni'l ,/(ii \ hTi \u no txjKCvod 

to be able to blnft tho n\ bunti ns to oth r pt j;so i ,n oUur «ouls 
in the nsi of a din. el u\ th t, i-^ .n > ,< /» ^/, at at 

least in the expect tuon ul the 1 n\ pnor (It dn. 00111111111 nl Ilmi-S 

a tax upon the inconn ol its servants and colli cis th, 'r\ I a di di et- 
ing It from salaries then the tax levied upon tin tTi.vLrnn eiit olluials 
js also nltinntely paid bv (Iiein 11 ns ta iqii.n tin inennusof 
these ofhcnls cannot be shipcd by them to uiher ptrsoin and so it 
IS a direct tax 


//; ''// Cit 't \ gj f 

art X t)eci d. lo shift. / he 


^ j S.h 7 h <f/t IIP ( It f r , 

hMTJ^77 of i/tr f t\ /n a Ju, f cf 




tbuppose the Government imposes a laxjipon books -mported 
fro m a bropj, and the booh sellers reahseHre" tax'vvhieh thev pay to 
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.'U wov. r.,r,'t- i. '-ci in tlit booU n higher prieeb , 
rn hnoi.i. .V 1 . r. I. tiLe..av,is^niUPiMi 
c-Alibn: 1’ 'S > el reo. *lv- bpoK-J>ii^^*s,} 

i , ,1 ,u^ , irethJj^oiUvbSraiHji* 

p.up^- .itVl3l5vo^^ 

k^-rTTTn^r M Xi^' - .n....ju^-ll'iiA::£5 


.1/ 


' ).< r' 


< 0 1 ' (..I cl u !r 
Aai f rt ''1' ' 
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. 1.^-1 

a/(! /,/•, 
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c 

vmi 

n cut'' 

“If you 

h id 

orh di 


• ,/ / ./jr' >/' I /iW/ Ichocen 

,j f , 1 1 i since I t iM b which stjein 

. 1,1 1 - 1 . lejnhrl) ^!)l^t-li i-o others 

n,L>^ d-^fint igcs of Dnev t taxes 

, „.,r,rlionntt to uvou.. or propertj and 
*. //. 'il>i<- than irdifect u\es 
, n -s done, tnc unpouant pnncip^ 

,0.!, can be apohed to n ume or property 
.id 'ource c.c 

nu-e aitichng .0 Jirec. taxation is that tt ib 

there is^le^^ clnnce o( CN.^bton 


.„,o lied a) he economical and careful 
J i, JOU would have economical govern- 


Bisud viintapes 

Pircah paid In the la^-p''^e^s arc more 

n ' neinu ' , ' .p^n indirect l ncs 

1 . ind so arc more unpoi , ^^sesbrrent m all direct 

\noth, r difiViiltt n “I'' ' ' " of die obicct upon which it as 
ixr- 1 hire must bt a va 11 evasion and for arbitrary 

ijirg. d md ihn ifior is oppununU, to _ 

Mon r .ocictv and education, people will come to 

^\uh die jaogn ‘■‘t ta so ,| ,oorc just tnd economical than 

:e thu direct la'alion .^^rjoc of commodiues , and then 

direct t.Palion dccrea.be 

ac mil o| nlaril) of d ^ ^„^ot taxation as expensiv e 

Uu) It is also „ to the increase of national wealth 

ad does not grow in proportion 
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Thia ib not correct ns the English mcomt. n\ hns produced a large 
and cspandine re\enuL 

T advantages and Disadvnntngos of Indirect Tni.00 

Ailiiautag'S — 

Indirect taxLM are strong cMclU in ihoee jHunls m ^\hich the 
direct taxes are neak 

(/) Indirect taxes being paid mdirecth in tiu lax-pajer-- are 
not so much fell and tlicrefore are more popular tlian direct 
taxes. 

(n) One great ad\ antage is that indirect taxes on eomuio 
dines, etc , arc paid bj men wliun the\ spend, tnoc when iliej earn 
or sue) bo accumulation of caintal is nut discouraged 

{til) \gain indirect t ixcs on commoditiis ire tolle'Cted at a 
conxcniem tunc, since llie taxpaxer pa)s the tax x\hcn he bms the 
commodtt) and he is at libert) to escape the tax In not bining 
the commodilj 

(in) In tunes of prosperitj, indtreci taxes are produetue and 
elastic.wnhout pressing loo hcaxilj upon the people 

Defects of indvect ta \(s — 

(z) d he gi'eaicst defect ts that indirect tixes on utieles of 
general consumption press more heaMb upon the working elnsses 
than on the richer cl issos, M/r is itoj tqinlalne (Ihisexilcan 
however be diminished to some extent 17 ) i.ixing articles ol general 
consumption ind b) Ie\)mg higher duties upon superior qutbties of 
the articles taxed) 

(ii) At times of depression, ilie reXeiiue from iiidireei taxes 
often shrinks 

(til) Increased rates sometimes produce stationarx or exeit 
diminished receipts 

(izr) Expenses ol collection are sometimes larger in the case 
of indirect taxes than in the ease of direct taxes 


’ After-uxr Problems 

Our Moncj and the State (Hartlej Wuliers) 
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^ ^ > '■i r on- ('!?n.aion to ihc indntcmxaiion ofcommo- 

j *■ H I \ :i)roii''Ii ilie iii‘:tiirl)ancc of industry 

Ml! tan 'u r-d.,( d 111 an iinporiint L\ttnl by suitable 
/ndpai iu o.' 

-^'l^\uu)!n o 1 c , I Hunt'' and ditccts ol diri,ct taxes shous 
^ > jt in ; ,,, , ^ ^ ^ jjrtiioiuinant part of ever) 

V -o p — di 1 n t ixt coiisii-tini, of the income tax 
'tit XTifiu- , 0 atJi dntiLs kpic) tiiilK'' tn Indirect taxes 
nbo baxt, to ot, !M ! a td in tt^r) l ix-M'^tcin along Mitli direct taxes 
"111. rtit uife on indriit taxation to a great txlent will be unjust to 
I poo'll r < r ".s,,, iml t; nn of dtpre'^sion will cause serious 
^nmoi-l d’fjVuh!, 

\x ,t nr*!( r of i ic> in ra h and pro^Tt -^'.ive countnes like Eng- 
'■jiid, indireii ^lxc^ on act omit of tlieir heavy burden on the poorer 
0^ ano other d'Adi arc lieing re'jdaced more and more by 
^•'xct n\e^ fn tb7^ mdin (t taxes productti about three-fourths 
' 7 d * 5 . c , of till told tax retemie of Enuland and in 1916-1917, 

1 er^ < pcrietJ to xield 346 per tent only, the remaining 
”'4 per Cv nt bt mg produted b) direct taxes 

CJustoms tnxes 


CnsUmis lint es are taxes imposed upon comlnodities when they 
‘■foss tilt boiindarii-s of i state or of a customs union, (composed 

ti' o or more states ) 
f'ustoms taxes are ot two kinds 


'l) P/o/rc/f”/- rus/a /n //iiiies (2) Rnuriue du/ies 

levied upon imported foreign 
goods primard) with the object of diminishiDg foreign competition 
'' ith a corresijonding domestic industry A country imposing 
protective customs duties is said to have <•/;;;<; tanfF 
Mh'rrnt n u'e customs duties which are imposed primarily, for*"* 

securing a revenue for tiie Government and not for protecting a 
•^omestie indiistij ' A country imposing only revenue duties is said 
10 have a rer’f/n/r England has got a revenue tariff and so 

also India fwiTirgoivic elements of impenal preference recently intro- 
duced) Almost all other large and powerful modern countnes 
France, Germany, Russia and the United States etc have got 
protective tariffs 

2 here a fundamental oppostlion lelween revenue and prolechve 
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l>,i,ui'hs J For 1 dut\ to be adequately proactive must shut out 
toreiun imports and then very little rerenue uill be raised by such 
i dut> (Ihe larilTof a country does often contain some protective 
duties and some duties u Inch are mainly f m rerenue This is the 
cuise in the United states and also in many other protectionist 
countries ) 

Some of the most use/ il q uihh r ;// customs i/ij'.es are (r) high 
pruduetuiti (^2) cheapness of collection (31 stability and respbn- 
snene^s to the control of the treasury Ihese virtues are to be 
found in a larger meaSur’fehn revenue 'duties properly selected than 

I 


upon the coarser or cheaper grades of commodities \d valorem 
duties are however open to the objection that tliey offer a ereater 
temptation to business men to make_^iMul^t_raluaUuii-and thus 
to evade a part of the taxation ] 

Internal 1 avenue duties 

Internal rc\ i nue duties largely consist of excises Excises niaj 
be defined as taxes IcMed on cnmniodifes produced within the 
countr) and di,siincd for home consumption 
( 1 ) Defects 


n a comprehensive inj complicated sjsteni of protectionist duties 

Duties lev i ed up n t he val 11 e of tlie imported- c o mmodities are 

mow n as <. 7 1 aloi i.mAunc^^, duties levied accniding to w ight, bul k 
E-VlJiei.npi fs dF j^ifns n'remen t (and not according t o value) iire 
viiown as Obvioush specihc duties fall most heavily 


Excise taxes suffer fiom the following defects, — 

(I) As these taxes are levied general!) on articles ot general 
consumption consumed even b) the masses o the people and as 
they are shifted in a large di gree to the consumers these taxes 
Ircquently weigh more heavily upon the poor than upon the 'rfeh 
This IS incutiuabU 


(II) Another defect of these duties is, t^at in some cases they 
invoh e detailed supervision and interfercnc wath the taxed industry 
,and this is unpop'ulaV' and also not icrj desirable 

' (Tip Prof El) pom's out that such interference with the industry 
IS borne better and with less effort b) Irrge scale business than 
b) small scale business and hence interml revenue duties exercise 
an influence in the direction of large scale production and perhaps 
o inonopi-1) ( 1 he influence excited b) the interi al revenue duties 
mtiiese directions seems hm erer to be rather exaggerated b) 
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U^*) Ijvcist. oUen Cvcrcise hule bcnefiqit jnlliicnce 

i^pon tlic cun^uiiipttoti ol ariicLs ihc Ubc of wliidi ib btlic\ecl to 
b-irnifijl u» t!)L ( onbiinn r ' '1 Iiw ib l)ccaubt a hi^Ii c\cibc ta'. 
opon sui^b coininoiiuiub \uii otlon Lad to aduluialion instead of 
ind diminished oonbUinpiion 

M'-trj ts 


\ccordin!' to I’rot El), inicrnil revciuie diiues it pioperly 
^eLcied lm\\ Uie (ollouini; ad\ iniagLs (i) i he) are highly 
prodticln^ (2) I he\ ln\e\ considerable amount of elasticity in 
^‘<-h and jnogrcssAo tminiries (3) (.vpciise < t collection is 

small ig; IliolmuLn^nl nicrnal revenue diiliLs is generally 
shared l)eiu<,en ilv pro lucer ind the consumer, (ll niiisl here 
hiarhed here ili ii iluicdiPies are productive imi elastic only in rich 
and proaressive rounliics In a poor countr) and during a tune of 
depression, 'ilu sL duties will neither be highl) elastic nor nighl) 
Pfodu(tnc) 

Taxation of Comiuodities 

~T,iscs on commodities arc indirect la\es, an I thc) have the 
hsual defeels of indirect ia\es 


In levying custom or evcise t ,aes on commochdes, the general 
principles ahe id) discussed (pages 264 - 265 ) ^lionld be oorno in mind 
- (n rim I sen non of 

TlO’-ibie as suc ii la ^ t l^nr^T^i^gv !l?EY'ly i}»d unjustIj,upoa lie 

o)* ^Teassuie'; cannot be avoided , but to secure an equitable dis- 
tribution, hoav) lases on ihe luxurus of the rich should be imposed 
at- the s line tune A prominent example of taxation of necessaries 

consist-, m food 1 ivCs 

■Pood taxes , , , , r 1 

laxes on thc fmd<f the people bad fiom the moral 

1 ^ ^ 1 , ml, S imnose a cruel burden on the 

standpoint bee Uise such taxes in 1 on/l fimnn iJ sland 

poorest chsses ('’) bad fomi the iconomic and linancut sland 

points iKcause these taxes lead to starvation, underfeeding and 

time , ,!.^nr.ffiriencvand disease speci all) among the lower 

oius to economic incinciene) ai u i , , j luplifr 

grades of vvorhnicn, increase of the pauper population md higher 

taxes to maintain them 

taxes °(‘i me hav'e to be Lvied often m war lime when the 

ncedVilvKl;?.; curtmes 

^dlere thc required revenue cannot be raised otheiw ise 
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(II) faxition of Imiin/ul I uxur us 'xnd ’ijuruns at ticks 

of consuinfitoit ic 2, ilcohol, Opium) is ULiKnllv a<h ocalcd on the 
ground lint such taxation will check harmful consumption and will 
at the same time secure a re\emie for the Goternment 

(III) As far as possible ihc taxation of coriiiiotli'us, the (itmand 
/or -uhich IS elastic, should be atoided I axation of sui h com 
modules brings about a large eontraetion of demand and a large 
loss of consmrer’s surplus t<) the people 

1 hese are the points to be taken into consideration from the 
standpoint of consumption 

(IV) The taxation of iommoJitus sahjet 1 to tiici castiic returns 

IS undesir dile as such taxation will make tlie people miss the 
advantages of increasing returns , ^ 

r > ^ ) Co m/iin ftlies the sunn h of which Is / a/?;/ .acujit* 

) subi ects for taxation because ^pph ta xa tion wdl Ccneralh fall on th e 
I prohts of the niononolist ( \ lump sum tax on a monopoh and also 
I a tax proportion ate to t lie . iiionon o b revs hue are i iaiil ' T?ie 
j monopoiv u out of I ns ow^n .monopoh profits,, and. the, consumers 
s^scape the t%x ) 

(^ I) Import duties are most profitably imposed on commodities 
for which the country has a niunoply of demand or the production 
of which Is monopolised oris subject to increasing returns m the 
, foreign country producing the commodity In ihesi eirciinistances, 

, a part or the whole of such duties would be paid by the foreign 
country 

Export duties arc best jex ted on commodUios nf whic h 
t he exporting_country lias got a mono poK of simply A gaud 
example is lute exported from India Ex(iort duties in such cases 
will be paid by the foreigners to whose countries the commodities 
are exported 

J 

General Property Tax. 

A general property tax is a tax which is levied on the entire 
amount of the property, real and personal, owned by the payer It 
is used in Russia, Holland, Switzerland but it is used more exten- 
suely in the United States than in any other country I lie gene- 
ral property tax has been universally condemned in the Umted- 

SonerW . l it IS nOt 

properly supplemented by other taxes ' 
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_ \\7p 

I The Income Ta-s ,nrnme ot the 

hiiied upon the m , Qg;[;n:,an elates, 

The income taM5 India, Italy, in jn 

ive the tncome tax m have been r P 

\nstna and bwitzcrlana , ‘ savingi, from 

he United States and Fiance , nipt all S 

The Ideal income /^ilgloutce of ^ r -ys , 

lavation for savings on inheritance an f icult> -^sniall , 

petty IS to be taxal by nccordm o be t, 

{!>) should be pi^op^t ^^e^ate inconi' > should 

incon.es must be csemtib income^ at high, r rate ^ jgnis upon 

moderate rales, and laigo nicom , dep 

be graduated also according 

each income income t.ax lax 

Exemptions from exempted fro ‘ " due 

Small tneomes "SI ■ "’'?T'h 

(a) partly because tbo P ^ ^^^at dur'opordonatel) high 

share and even more {jon would 1 ^^at among 1 

because the expense nf f tax "ould be 

and also the unpopularii) 
noorest classes 
• Merits 


irest Classes 

• Merits , rollon ing nierits ^^gtter by in- 

An income tax ^ i^Vc can nioasn^*^ |g standar 

(U It IS eqtnla^l^ ' sumption ot "^n, ^ ^,,at it 


"sumption ot ^n^ that it 

’ and , xpenence h^^^ popular 

,z. It IS , ‘ ^ become 

ond so there IS little 


>/i 


'll ecoric/n) iind /,i 

IS the years pass on ,f ot a , 

13 ) ,It txl " ’ .IV a4m.rabk 

trouble due to shifting ^ lax pxoduclne, 

tn good times ,„come t’' ot ''“P'-vvi™ 

reduqiion m the ra o surplus jp the rate 

.em avoid a., “'.“"''.aves faUv oh. US ” ,nl 

ie revenue from other lo mure^ mdusir) and^cap^ 

ix 11,11 enable 

squired extent ":„th,.-v=tK no 


ICC w 

dcr 

come 


(o vnd 

leo tnl '» 

^ c ma') j whole 

r Hartlcj 01 „,a dioush ,n<u md 

c arconb ct-M" ^ P-^^fccn ^ 
to make the Ibat p-^rt 

onl> be impos^^ °a 

18 


iuiiuu entho-'-^'Oe o- 

+ Mr Hartlcj aVithj:j^^^^^^,,o„ of t 

cc wc arc onl> cha-'.io-v perfect, 5 „ 
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I Ins elasticity makes the income tav admirably fitted for -the 
position ot the central tax of the rexcnin. sjstcm and Us regulator 
And this IS the function performed bj the income lax in England 
Disadvantages 

1 he income lix has, noweier, certain disadvantages 
(r) It IS genenll) tuiOuptihir, ^pccuilh rf7/(// i' is Jiiil mho 
diutd People do not like the searching eiujuiries which arc neces- 
sar} to ascertain the ineome upon which the tax should be assessed 
( 2 ) 1 he pnncpial objeetn>n to the income tav rel itcs to mffnul 

tiLS iU iis a ni n sh a i ut In eileuliling the mt income upon which 
the tax Is to be Imposed a lari;c number of deiluctions has generally 
to be made from the gros^ meome , and there aie jiractieal diftieulties 
in determining the amount and inc kind of these tlediielioiis 

1 he income tax h is great ami out-tanding merits and these dis- 
advantages ire ot t comparative!) minor char veier And a suitable-' 
income tax carefully framed so as lo minimise ihe disadvantages 
should form a part and an iniporiam part of the lax system 
ot ever) countr) 

Inheritance tax 

A favouriti. and very productive form of taxation in lecont jears 
IS the texatioii of inheritances, colkaferal_^or__dn\,ct Ihe usual 
practice is (a) to tax beijiiests to ihe di'iiant relations at higher 
rates, and also (b) to make the rite high for large and small for 
small inheritances 


The inheritance tax has the lollowmg merits 

(i) It IS in conformit) with the ficultv theoiv A man’s ability 
to pay taxes Is obviousl) mere ised when he inlie'-its iiropertv and 
the larger the inherit mce the gr, ater is the abililv ( 2 ) Such a t ex 
IS easily collected, and wiihout much expense 


snd'nntlnK ... tons.dcrst.on of sn\ part of u U.at he ..nested 

snd not onij n- now m hfc insurnncc tOur Monev iiul the State) 

Professor Alarshali offers il.o following remarks on an offal .nro.n. fes ‘If ,t 
werr povs hff to rscept from the income ta\ that part of income wh.ch .s «ncd to 

Wane aVdT^^^^^^ P-P-b to be taxed on’, n- 

l>ut it IS more 




\ I t\ t icciixju lb uiincmc i)ut it 

narked tl.an ,n regard to most Utopian goats-'-Afterwar Problems 
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A progrii-^siva inlicnt.ince ta\ ha-> been introduced in England 
^ high degree of progrcssio i i' idvocated b> reformeis , Bequehi 
W dti>t int relatives seema to b^ i 'urvnal ol the sentiment of past 
htnea when e\en dialini kin-.!ii]) \\.is a stronger bond than common 
citizenship in a citj' or a statu '>iich sentiment is now declining in 
force and inlensil) and theK u e\ery likelihood that bequest to 
xlbtant relitions will be iargel} curtailed by modern legislation and 
in far our ot tlie state 

In Engl in<l, aftei the war in increase of inheritance taxes will 
be 1 ecessan and ilsO desirable And a progressne tax on inheri- 
tances .s wanted in India lo lighten in some measure the burden of 
ta'alion on the poorer classes 

P(^l t LX os 

Poll taxes are taxes wliicli are usually imposed at a uniform rate 
upon all male citizens 

buch a tax bears more heavilj upon the poor than upon the rich 
and is thus niequiuabL and it is difficult of collection and generally 
very unpopulai Foi tliesc reasons, poll taxes are disappearing from 
the tax sr stems of modern states 

* IncideucQ of Taxation ^ 

lo understand the subject of incidence, we must distm - I 
zuish lietwern the maUnce and the imp.ut of a tax The 
jf a tax is upon the person trom w honct h ejax js, co lletdi^ 

■jici /en e upon the person who pays it ultimately^ 

Suppose a ta? rs imposed upon a commodity imported from a 
ofeign coantiy I he goiarnm^n^ will collect the lax from the foreign 

S' e ILijory of the Rapjaeussioii or Diifasioa of Taxes, 

I ins tiiuory f-wours indircet Jaextion imlholds that the state should its 
ontnhufinn on articles'ctr g^encral consumption as are most ea":!!} reached, or 
on sncli of tlic process! ot production or e\change as he most open to Mew, 
trustin" to the ! iws of trade to distribute the burden o\er the whole bodj of 
the population The diffusion'theon of taaSlion is Inscd .upon the assumption of 
perfect competition and it will be true onI\ when thdre is complete tnobihU ot all 
economic aq'ents 

Ab a matter of fact, we base impeifcrt competition, and wc haic not comphte 
mobiht) of economic aguots and so the theory is i^ true, it is not in accordance 
with facts And as the burden of taxation is not natutaTfj distributed b} the laws 
of trade over the whole bod) of the population, so the financier hXs to be careiul 
as to the places and persons where and on whom the burden shall be laid or he 
will run the risk of committing: injustice The financier must regard himself res- 
ponsible for the ultimate incidence of the ta\<^ 



276 


OUTLINES OF ECONOMICS 


on generally raise the price of his commodity 

iLnm nTiJl M I ’ some cases Mill recover the whole 

mcidence nf rhp i'^ ^ domestic consumer In these cases, the 

pay^ the tax domestic consumer who ultimately 

. is m £aQXdie_tiansference of the burden nf 

thr/ormenS . bn V' consumer from 

J^hisljcity 0/ su[>pl] 

ts mob(lU\‘^i‘’r e)TsUc!/r^f 

upon the scoiie of the tax and diis mobility depends 

of ,„onopoi;s d'ffl:re;u\l ISgef ' 'cnce 

upon mortgages M iihuf'^one mriirS*^^ easily shifted A tax levied 

mortgagee because ht can f shifted by the 

can escape taxation ^P‘ 1^1 in other uai s and thus 

Incidence If mrerorpureV”"^ difteimitial advanmges 

Mho receive the rents ^rhisa^T'”'^ persons, 

to all true rents including pcrsonarrent^° economic rent of land and 

0 U'S~c;jm^^^ land prinel 

Pi Efln >ers be sinfiefr'l^. 

/ 't 1 ev i’t'erest 
() tule,csl i,, 


s« w, 

'-aas lo 

’‘idd 1 hi 'her 


1 he ndnrtion m dm net vi Ir f capital is 

die vcrumulauon ol canltal^n , countrv, 

cvportuion of , apuai^io oth r ^oentry. and it also 
' 1 his ciiocl to tin, 

capital in tlie country 



PUBLIC FINANCE 


277 


_ «UW 0. 

;t hs»cuv m jl'e .upEly^t B"- 

(J) raJ ' , „„ ..lortoages and not upon 

If a na 1- lo'iod "l'“? '"1 .‘Us .a imposes upon the lento, he 
other kind,, of interest 11 , e lender can evad^ th^^ 

mil casilv slut L It to 1 1 1 „,t,i„t ui other ways < H 

on mottgugo interest hv 

bonower'uill hare to pa) me -u 

b fc.iipp or ro^Cl« 

ti A lax , ,up demand, the incidence 

If the suppL ol owners of ^^ese houses ^ W^mn 

l%^u;pi;"rLn 

, die only case m .hich 

Poll-taxes is levied ^P^\Jiy"faUron"the 

the poll-tax can be sbiXted i^ , ^ ,ges gene^ralj^^ ^ 

on^lhc point o \vages we ° j^^-ners will be able 

workmen, spcci r labour, then the , = of the employers 

efficiency or supp y o ^ ^le tax the Protits 

rrS'r„sCto^to‘’for.nof.ncreasodp«es 

'''"';:rj;:^rertond.„gttonp.oa^^ 

^ ^ f,r \ • 

jneome /‘i-r 

A 


paiiieuKss 

totoj of roto-e“nd 

separate mgred income tax t ^„ndlv it cannot be 

“plo'fLSh separto^P«^ . hut arrmatter of 

shiftedjA iht sorely general or uni orn 

‘tof sr 

The incidence ol sometimes shdted 

the con^mer ines 
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(i) if the taxed commoditv is produced as a monopoly and the ' 
pnce IS already as high as the traffic will bear {2) if a new tax is 
leiied on some commodity produced bj a large plant of fixed 
capital ^ CCa 

S Taxes u pn^t f 

I s»/(i) A fixed (luri;) sum) tax n mn a mouopoh and (11) also a 
tax pro poi honed Ip ih>- mon"po'i le-tuut 1 ist upon the vionopnlisls, 

V (unless the tax is so high as to u ducc the monopoly profits below 
5 the amount that can be earned m a competitive industry) Such 
taxes cmnof be shitted to purchi^rr-^ oi ihi commodity Looeuse the 
, monopolist cannot alter the su[ pl\ — he heS already fixed his 
produciion at the amount wlmb en s him a maximum gam and an 
alteration in the supply (and prae; uil> re luce his net gam 

^^(111) A tax m pioporito! t ,, , I produced by_ the nwi 0- 

! s‘ cifftn shiftt _/o him 'i ' , supai\ „As,the„tax_ is 

nroport oiled to the supph , „ ,,n of sup”}!!}' will iinolve 

■reduetio 1 ih the an.ount of t,K n . the'nTonbpoIist 


luetio ( ih the aniount of ta. 

[ Arc old taxes the last lax^s 


It is sometimes ^aid tint u 
as a matter of fact o d t 'x s 
ta .-s on the load ot the pe 
b i‘l taxes w hether the) ire o 
good onL bceau‘'C thet hate 

Old taxes hare hbwever ci r’ 
arown ai'cu^tomcd to them ’ > r 
hi\e been diffused among thi p 
saiion of a tax ma\ hare renun^ 
Deflection AuiortiEation 


s arc the best ta es Now 

< !\s tt e best taxes heavy 

inwise protectionist duties are 
w Lad taxes do not become 
'Id 

* 

I'hantages the people base 

the injuries caused bv them 
- and in some cases the capitali- 
le burden altogether ] 


\eeording to Iher-on uxiiio., is sud to be defiected when the 
pre^’surt is either (a borne m part be the foreigner (b) or acoided 
altogi thcr \moriisation of a lax means its capitalisation — m a 
case of amorlisuion the proptri taxed has ^Is_^a]ue depreciated h\ 
tin. eipit d cable of the tax — ‘ ” ‘ - 

The Public Debt 


U/fajpe >'r,.U,u s'ahs h uatioual delis ro, haded 

(i) O! atcotiih // f,;/r and pari) 071 actetuuf ofi x\ira- 

Mnutni si i‘i s ^1S^(■ ordinan C'penditures m connection with /uhhc 
I’l jmnirfliits no/ ts a?id j „t he indiisir/es Prol Jd hn calcu- 
lau s that the nitional governments of the civilised 
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H/7::orinn 7500 m.lhon sterling 

' iimefnnrl? ^ i”" manifold (ten 

! the hi. , lim enormous expenditures of different nations in 

' are enl ^ of nations 

anH ti't- serious attention of nations 

‘no tiieir go\crnincnts 


, " here eoinmerce lx small and manufacture 

c,ant\ j:o\ernnKnh make provisiou for future emergencies by 
noar<ling (rom Mirphis revenue uid not In borrowing from the 
Stitt. ti irro\\in„' Ins poaple "111 se carl> governments have hoarded 
fcphced t'u niihe- ^trte tToisunsand they have no national debts 
stv-m^oi hrnrd.ne' 1 le grou th of iiianul iciures, and Commerce and 
^}‘^<-nhnTrlnc,!."' the 1 velopnmnt of Credit, make It possible for 
" a govern iieni to meet special emergencies like 

•t’’-’ e.c, by borrowing fr -m the public and thus the svstem of 
Wioual d^bis ( omjs into e'lsmnco IVnf Hastable has shown how 
devLlopiieni gOss Innd in hand with the development of con- 
^duuional government 


Present theory 


Pros-nt ihcor) do_s not regard public debts as inexhaustible 
muKs of g<i[ 1 10 oe e' doiud at pleasur.., noi does it condemn all 
public delils with indiscriminate censure It recognises that i« 
wo////n j., I ’ ft! ! tr' u’t hnulK, p ihl’i. d bis art nttcssaiv and 
oho d ft; (//,/, Now wiiaiare tlicsc limits^ 


Tilt, p-vseiU fin-^ncial tlieory Is that (a) the trduian essptndi- 
/m j of a stale (thosi. expenditures, which reeur- 
witii sufficmnt reguhrii), so that they can be fore- 
seen and estimat d in advanee) are to be met 


I ht stitc sliotild 
!>' iIIoivlJ to con 
hict pnlili, clt.l(es(i; 


i<'r sptcnl ( m. rji-cn . J > run I he o! d u 


eas liP, ^ (2) 

ior piiblir works and 
tS) for a tcinporarj 
ncci sii\ t 


irt ) n'e 


which include leceipts 


»from public domain, public industries, fees, tax- 
ation, — or the state will become bankrupt (b) and 
that the slate should be allowed to meet exha- 
ntduuuy c \ yenailures in connection vvath (a) 
i>pecial emergencies like wars (2) productive public works, eg , 
state railways, irrigation works, municipal gas works, water works, 
U a/ c \pen {'t n ts mu) be me! pai llj /loiii iax.s and pat tty 
from loam , hut exJendthnes nn p> ediutive pnblu ivot ks should he 
/font loans only, and not from taxes — taxanon for this purpose 
would mean an unnecessarily high level of taxation and would not 
be ge-'e’-ally justified (3) The state may also borrow to meet a tern- 
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porit) nccessuj ns wlien there is a deficit in the budget, the retenue 
of tlic jeir fnlling sliort ol the evpcndicures for tint \cnr 

It is clear what Kind of evpenditure is to be provided for by 
public borrowing mid what kind of espeiidiiure is to be defrayed 
from the ordinarr retenues \nd nornnllj ta\es should not be so^ 
heaty that the) cannot be paid easiK out of the annual income 0 
the nation If taxes hate to be paid from the national capital, the/ 
will disturb and disorganize uielustnes 1 he state mat borro''' 
cajrital from its subji cts to meet us own need-, but this it should d^ 
by liorrowing the national unintested capital and not b) taxing 
invested capital and disturbing indiminc' [Trof 1 1) points out 
that the function of loans thus beeomes a double one 1 he 
distribution of unavoidable losses due to wars, floods etc , so that 
industT) IS as little disturbed as possible and ( 2 ) the inrcstmcnt 
of national unmvested capital in productue public eiiteriirtses ] 

Tbo different foinis of Public Debt 
The two important forms of the Puiilic debt are 
(A) The teinporar ), (ot un/’iin lai) (hhl which is afi 
adrance to the government reparable b) the go\ eminent on the 
dennnd of the creditor, or within a eomparatncl) short period 

Floating debts suffer from two disadr amazes — (a) the) excrcisC 
a disturbing influence on the moiie) market Um the) are a 
source of embarrassment to the gorernmem because it is precisely 
at a time of difficulty that the strongest demand for repayment ts 
likely to be made 

It is therefore an established financial maxim that the amount of 
a floating debt should be kept within narrow limits 

(B) Ihe per^,etucil dchl which is contracted witlioutany date 
for repayment but repayable at anj lime U the pie isure of the 
government It is in this shap,. that a great part of the debts of 
England, France, Ital) and the German stites exists 

The system of perpetual debt oflers many imiiorl mt advantages 
to a government 

( 1 ) 1 he borrowing state is relieved from Ihe risk of a sudden 

demand for the repajment of capital and has only to provide for 
the periodical payment of the interest on the capital 

(n) The state again is alwayi able under this system to reduce 
much of the debt as it wishes and has the power to repay and at 
the time most convementto itself 
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Tne creditor IS also under no serious disadvantage because at 
'any time he can realise the capital value of his loan by selling his 
stock m the stock market 

XC ) Olhtr unscflUnous fo! nis of Public Debts 
Llfi annuities, terminable annuities, debt redeemable by annual 
payments, are all Useful forms of Public D.bts under suitable 
conditions 

Another classification of Public Debts dn-deb publ.c loai^jnU,^tuo^cla^ 

(1) forced or compuisorj loans, (c) natnotic loans Patriotic 

Professors Adams and Bastablc mention a third c ^ ' F , , reearded as such 

loans are ho.e^er onlj a kind of voluntao loans and should be -^^d^d 

Compulsorj loans were favourite devices ve danffcrous and unjust 

mconvertible paper is on ,nconven.ence attaching to forced 

form of compulsory loan The injustic evoedicnts to be allowed in a 

loans ought to exclude them from the „ronomic and political objections 

foodern state Patriotic loans are also open onnciplcs thus constitute the 

In modern states, voluntary loans issued on busing pnnciplestn 
only eligible method for raising funds hj borrowing 

Issue of a Public Debt 

Thefolloumgconsiderabonsareto be borne m mmd by 

financier when he is going to issue ^ P .. , obiections against 

(A, He W.U S ltjfub'e.te Im'fjusbfled "under 

public borroMingso thathemg ^ objections and 

the circumstances of the case in d eg g ^ 

issuing a loan (b) And he j ailac/nvg to l>ubhc 

'^ociy so to avoid as much as possioi 

bo/ low in 

Objections to public borrowing.^^^^^^^^^^ 

The weight of thc^money is borrowed If the borrow - 

upon the purposes for which h^ expenditure or for the ordinary 
ing IS for extravagant, . Kgn borrowing is not justified 

anna expenses of the S®' /’ ^ for necessary expenditur^on 

si,'L;v^b.:r»fr;rgLnU 

Sai:id"e1-t''der'^rb:rTIb‘n ^pobncal. eoma. and mdus- 


trial effects 

(/) . .^rowing IS to conceal from the nation ihefull 

(a) Tlie result of bofrowing^ government Taxation instead 
financial effects of the ply peopk b) 

of borrowing would m 
increasing heavily the tax e 
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I In intiwer to this it may be pointed out that after a certain 
point, increased taxation is impossible and the state has no other 
altematue but to borro'i to meet its ex'penses ) 

(b) In tlie case of \\ ak states the autonomj of the state may 
be endangered by the contraction of foreign loans I his has heen 
the unhap,') experience of many states m Asia 
( 2 ) Svtal 

riie existence of the public debt is one of the means by which 
the ru hi,r classes m i) keep their wealth intict and increase it and 
ina\ perpetuate the cl iss distinctions and conflicting interests which 
result from ineqinhties of wealth 

( I lie infill -nce of the public debt in maintaining and intensif}ing 
the un (|uil distribution ot wealth among different classes seems to 
h( t xicii^ratt-d ) 

(■,1 'iltiliUi ill 

I'ubhc loans ma) duert capital from productive industries and 
'll I^ I'u inotisl) afl'eertbe indiislnal fu ure of the countrx (When 
thi r<. Is a war, T entailing enormous expenditures, the revenue from 
taxation sliould be increased to the highest limit to which it can be 
raivLiJ without prctudicing industrj , and in this wav a part of the 
t xinurdiinri expenditure is met from idditional taxation and then 
' !"in should rused to defra\ the rest of the war expenditure 
I ' ' r M (/ uj ! h-’ tnk1.11 its f It as iifls^t/i/i hi >/iat 'he hum takes 
t t, w tJ lit iittcsti-i! la^’ia' ariJ <h>cs not lUveii (dfitial /tom 
J'- <hi ivi I us/ncs In tins wa} tiio objection from the industrial 
point of rie \ iin\ be to some extent met ) 

(15) rile financK r has to be careful also about the man at in 
winch die debt is to be co trreted 

(if It iia- been s,,en tliat floating debts disturb the mone} 
nnrki t, and aUo are mconxi nient for the goxernn eat in certain 
Tesp^cte so floating debts sboultl be kept as small as possible, and 

^ Le'in'i vcisus Taxes during 1 War 

ki' I'lto imint limit Mji (Siiimlituu iiould bi met entiretj from tsxstion 
flu t ,111 In ui h i-- I IJ tin M « tint i ir cxiumluurr -.luiulcl le met 

rnn luTiis (inii nut frini) tnxi ) [ml Uu I i^-t i iinujein inr Ins ho«a 

Cm , In iirli iln /,, 1 'n - 7 / ntiiir mu ti ) ii i rniititioii (nr e: nmcnti ha e 

fu f Tir and a m ft m tux zt not 

11 II It till < mir of n n-’t inlicn il wsr tTsxtnin dioiitd lie Hrpeb 
irir-, ,•<! I r in r!i n time (</)l3\atiijri k <t>i1v r->i‘-iil witli the lulp of pntriotic 
Cl ‘i 1 II"'! txsstim i' surh a tiiiu is litllo if sne liindrxnce to industrj nnd (r) it 
r ^ t 1 , 11 final rff.rt [,^ cluekitig' the consuiiiplion ot tfie intfiiKluT) 

1 Cl f, n « I f nimii is nnd the f^ueernment gets itt n venue — so txxxlKin 
P, ' IS I,], ssed ^\\i‘l<Ts' 
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"PO” il>c funded debt (n) 
.liF reni I { . r. urnurstllr ‘ needs of 

^oin ejpion of Public Debts 

i h 

'' * " /// w.//rf/A„.. 01 ail,nugii 

V n^U ^ ^ '’' Inlrint tulo a loan ai a loxvo utte 0 / 

•n Jjt r, 'V ! ^ '‘T »pF-> of con\crbion ire to bt found 

’0!U i! !n>t.) \ ol IbUfilmr) Fr.inrc, ind the United StatCb 

'-r.-ju?'- V ■' '^o'^rMon of tlic debt bj ofJtnng JLs 

^ i..t I loioi ol upuiiient or of m w 'securities a lone- 

"e ei )))!< 'i I 


v.int 'iM (ig 

fair by tonvoision imperfectly 

‘o I ,v (I _diuir lor tlx creditors nre allowed the option of 
s?*-* ’l,b>('fv<h( pt ifx ip (I ol the debt 

tlnr^''** icieanlagc ol cointrsiou to the lavpajers is 

reJi . '"'O'" "/ '«>"'/ 10 be paid by the snic and 

‘tiVs ihu la' jn\<.rs I he ftinnce minister as tiie euardnn of 
't' of i I'v pa^er-s should always be on ihc look out to see 
» Ktcr com r-'on Is possible and when it is possible he should 
It Oil. to r( Iu\i the 1 1\ pijers' burden as fai is possible 

Co'nj) ^,n'ia' .o re ' ioi/m/v should guide die finance minister 
n bl^ of < oin er-,ion 

ti) Conur lun ( ui be suecessfull) carried out when the credit 
the (r ni.rnnient Is go !<} iiul its stock is above par Punctual 
pi'mnii of mil lest on the public debt b} the Government, suitable’ 
ptovKioas lor debt rLileiujjIion anil generally speaking efficient 
til inag nu nt ol the debt improve the < redit of the government and 
^tak com.,! Sion possible borne oilier rules laid down bv financ- 
'ers are — 

(’’} 'i he beginning of a peiiod of prosperity just after a com- 

luerctal crism is iho best time for a conversion because then the 

rate ol interest is low 

(3) 1 he capital of the debt, should not be increased by conver- 

'’lon evcepl in verv special cases '' 

(4} I be scheme should be made simple so that it wiU be 

readily understood by the people and the conversion w if) thus be 
made successful 
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Tlie funds set free bj conversion can be applied for the remission 
of taxation or for the redemption of debt Prof Bastable thmks 
that the latter use is generally the preferable one 

Redemption of the debt 

Generally speaking the redemption of the public debt is desira- 
ble As the slate borrows monej under great pressure and generally 
w nen it finds itself unable to raise funds by the agency of taxation, 
it IS clear that the debt should not be made a permanent one and 
attempt should be made to redeem the debt at the earliest 
opportunity 

Wc maj consider the subject of redemption under the three 
following heads — 

(1) Rtdem^Hou of Hu jloaling dili 

This is eminently desirable A large floating debt disturbs the 
monev market and is a source of embarrassment to the government 
And when redemption is not possible, the greater part of it should 
be coinerted into funded debt 

(2) Red<.inpiiou oj debts contracitd Jo> produetwe public works 

E\cr} p'oductivc puplic work (e g a municipal telephone sjstem 
ora municipal tramway or a municipal water supply apparatus and 
orgamr-ation) has a limited life, will lost for a number of years 
and p'oducc an income during these jears I he redemption 
of the debt contracted for a productive public work should be 
carried out within the penod during which the public work wall 
produce Us rt-vcuuo otherwise the future generations will be 
burdened with more than their just shaies of the public debt 

(3) Redemption 0/ funded drot including non-productive debt 

Some 0/ the urgumen/s used against the npujment of publu debt 
are tliu following — 

(r) rhe burden of the debt diminishes with the progress of 
the socieij, and the accumulation ot national wealth, so the work of 
redtmjilion will be easv in future and it'is not necessary in the 
present time 

\gain It has been ^aid that a progressive depreciation in the 

ue 01 mone) will decrease the burden of public debt and so the 

Usees for redemption is not urgent (The answer to this is that 



PUBLIC FINANCE 


285 


tbc\alueof money niaj not only fall, it tna> also rise and so it 
"ill be unwise to depend upon this resource.) 

(2) It IS also pointed out that in those cases where taxes are 
oppressive, ill-devised and weigh heavily upon the industry and 
trade of the country, a remission of taxation is more desirable than 
reduction of the debt ( Ihis is quite true, but these are exceptional 
cases In norfrial cases where taxes are not oppressive etc, 
redemption is desirable) 

'The ^eiiti (il iu gutneul vi J^tnwnr of fetlernpitou of dohl is this 
Inspite of the arguments advanced against the redemption of 
rlebt, redemption is desirable because 

(1) Each period of national history has its own charges to 
meet and the neglect of repayment in the present may increase 
dangerously the burden of debt for the future generations 

(2) The repayment of debt if properly earned out and if its 
amount is kept wuthin the bounds set by the extent of suitable 
tJixation will not press heavily upon taxpayers and ^nll not weaken 
national ppwer 

(3) Another advantage is that repayment of debt improves 
public credit and makes possible lowering the rate of interest on 
public loans and thus affords means for reducing taxation 

[The penertl propos.fon that redemption of public debt is desirable docs not 

'‘^1V°Dunng'T\"yw.th^^ repajmentof public 

debt must obviouslj be of laxation is e\cc?-.Melj hea ^•3 in a country, it 

Afjain uhen the bu indusfn ind trade than to continue the 

'S better to remit tiNation and to rclicic inousir;) 

work of redemption of public debt,J 

The Sinking Fund 

Th- sml in" fund is a fund accumuhted for the redemption of 
the debt t may be an annual fund (that is a portion of the annual 
mcomeTor IS the accumulated capital from one or more sources 
umej or it XVhen a government is embarrassed for 

for repayment of the deb ^redemption for a time, the 

money and has to stop the worK 01 icuc 
sinking fund is suspended 

A Capital Levy re whole (or great part)^of the ' 

It has been prop p-reat war by me,ans of a big let} on 

enormous wardebts o * g ^ exhaustively discussed 

capital Pins subjectlias been wme > 
in German}' and Austria, m hritain, ximy .mu 
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Questions 


' Define Public 1 imnci Wlij is its stiid^ so impomnl 

2 State md explain the law of in< rcasnii; piiblii expciuliturts 

3 (a) Gim bricflx the f;i.ncral principles rt ijulatiiitr i>iiblic • apendituri s 

(b) Clossifj public expend tiiris iccordinj^ to li) nbjicls tn) the political 
units ineohed 

4 Ln'imcratc ibc import int soiirets of public rivcnuis \\ bat art fi Cs ’ 
Spicial assessments ’ 1 axes 

Si Consider the sariinis principles of ittaininp justice in taxation 
(C U iyi3; WInt do sou understand I) cijualitx of taxation ’ (C U lyi*}) 

6 \\ hat does \\ alKi r consider to be the ideal tax, and uhil is meant b\ 
the piirclj economic till or\ of taxation ’ (L C lOou) 

7 Gne the important canons of taxation 

Or / 


Upon uhat jirinciplcs should t. (loicrnment ditirmine its tax sistem ^ 
(C U 1915) 

S Gixc the ccncral arpiiments for and against jiro^rissnc ta ation 
(C U 1914, 1909H) 


Uou far IS proercssion in taxation possibK and him uould \oii justifj it ’ 

(C U 1913 

9 \ finaiue minister has to raise a Certain rcieiiiic b\ taxinit commodities 
What arc the pencnl principles, iihich should iruide him in stlcctmp 
commodities for this purpose (C U 191 11 

10 Is then an) essential distinction hetiiecn dinct and indirect taxes 
Discuss the arguments for and airamst each sxstcin of taxation (C U liilo) 

T)istinpuish the compantne adnnlacres and disadnntapcs of dinct and 
indirect taxation as a means of nisinpr rexenu, (C b 1910 H) 

11 (a) What arc the useful qualities in cuslonis taxes Discuss the 
ments and defects of e cisc taxes 

^b) Gne bricfl) the edxantaeres and disadiantaijes of an income tax, 
(C U 1918) 

12 (a) Pxplain the terms incidence and impaet 

( i\e the mcidcnee of a tax' on fi) tconomic rent (iil interest (m) profits (i\) 
wages (i) monopo’ics 

(b) Consider full) tlic di rcct and indirect economic effects of a dul\ on 
motor cars in India (C U 1915I 

13 lor ulnt purposes should the state be allowed to borrow SI etch 
bricll) present theon on the subject 


14 enumerate the different forms of public debts ’ 

What are the considerations which should lia\ 
uiiniEtcr in determining (n) the issue (b) the con\ 
1912) 


public debt (C U 


weight witli a finance 
ersion (c) the rejn) ment of 



CHAPTER II 

Economic Functions of Governments 

_ Socialism etc 

The State 

functions of the stntc with reference to economic activities 
'’‘•'cn thus chhMficd— the state may (i) undertake tndmtnei 

'’Cu (tl) control economic activities (III) or eniomage them 

(T State industries 

The state may undertake to manage industries of certain kinds 
(•t) r.) develop the not tonal industrial life or (b) to achieve social, 
f^^iltcal or cionomu ends uhich would not be realised othenvise 

0) Social monopolies 

There arc certain kinds of business (for example the supply 
of vvater or tramways etc in towns) ivhich are bound to be 
organized as monopolies, and so these have been called social 
aionopoltcs The governmental management of these social mono- 
foltts has been advocated, on the ground that it mil prevent the 
abu^e of monopoly power by private business men and wall benefit 
■’Ocicty There arc however practical difficulties specially in huge 
lowms hke Pans or New' York or London where these mdustnes 
^ould be on an enormous scale but at least there should be govem- 
nient regulation even in these cases 

The postal service in many states is a social monopoly managed by 
the government of the state 

Railways are also social monopolies , but their case is a complicat 
3nd controversial one Under certain conditions governmental 
O'^nership and management of Railways succeed and under other 
^^onditiona they are failures 

(ii) U^here the purity of the supply is a matter of supreme 
mportance as in the fase of the currency, the state may think it 
advisable to provide the supply itself and not to depend upon 
private enterpnse 

(lu) There are certain economic services which would never 
ytelcl a profit to private enterprisers, but which must be undertaken 
by the state on account of the large consumers surplus which the 
t^ommunity would get from the provision of these services 
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(iv) There are certain cases in which llicre would be profit^-r 
in the l ong r un even for private enterprisers, but the stimulus 0 . 
private gam at some distant future is not sufficient to induce private^ 
enterprisers to bring about the required supply in the present 
Jiatlwiiys {or tm^alion 'tvorks) consirncled to /ins/t-ii Iht economxt 
develofttf'nf of the coJiiilfy\ these would be pajinginthc long run 
even for private enterprisers, but as they arc not willing to wait 
for so long they have often to be constructed by the state 

(v) The state is the guardian of the interests of unborn ^ 

generations and so has to take measures for afonstatton, ^ 

va ion of naiitrol ttsomces, etc Private cntcrpnscs looking to 
immediate gains arc not fitted for looking after these things 

(vi) 7 he dtvtlopm<nl of nation tl industrial life The state 
has sometimes to pioneer industries by slate help and under slate 
management , and it often manages railways and transport industnes 
not for the sake of mere commercial profit but with a larger outlook 
so as to bring about the development of national industrial life 

(vn) Then there arc industnes WThich are ow ned and managed 
by the state for political nasons e g national defence Industnes 
engaged in the manufacture of munitions will furnish cvimples 

(11) State control of economic activities 

State control is required when pnvate business enterprise has 
vigour but IS likely to injure society incidentally Here control is 
wanted to regulate private enterpnse and to prevent the injury 
State control of private enterprise is wanted in social monopolies 
(when state management is not practi cable) and it is also w anted 
to prevent adulteration and other injuries to society 

(III) State encouragement of industries 

Such encouragement is required when pnvate enterpnse is not 
sufficiently vigorous and enterprising and more vigour and enterpnse 
are wanted in the interest of the community The encouragement 
given by the state takes various forms 

' (a) The state may encourage directly h'j bon oh’ s or subsidies. 

'The bounty may take the form of guaranteed vnrunum of profit 
and It may take other forms 

There may be bounties on production or for e\porL 

(b) The state may encourage native industnes indirectly 
by protecting them from foreign competition, 
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Railways and the State 

countries, nilua)'s are owned and managed 
^ ii^ngland railways are 

coaimV^ imnagod l.ut under state regulation and 

trot , nnd n (undimentol problem of railway organization m 
ir /, IS whether the present system should be continued, 

■■nether u should he repheed by government ownership and 
“^fJ'^gLnicnt of nilwajs 

ir favour of private 07 vn‘>nhp nnl vianage- 
inn! a^atuit path oiimershtp ani wanageutent) The 
^ncipa? arguments advanced by the advocates of pnvate 
nagcmeni arc (x the greater e^iency of pnvate manage- 
enl ii) i[,Q jTi-L-xtcr elasticity of pnvate management in meeting the 
O jng demands of business (m the danger of undue favours to 
inplovces under state management specially in democratic countries 
Here railway w orkers have votes and political influence (iv) the 
diat railway rates, and railway evpansion etc, would be 
”‘menccd too much b) politics and too little by sound financial and 
^onomte considerations 

(b) Argam'tits m favour of fiullu ownership and public 
'^fJfiaqement {and against private ownership ind pnvate operation ) 


^be principal arguments advanced by the supporters of public 
J’^nership and management are the following (.) The State would 
look to the interest ol the people as a whole, their industrial develop- 
, private management looks only to profit 
(2) Elimination of personal discrimination and all other kinds 
unfair tactics as regards railway rates etc 

^3) At present railways under private management in the 
^nued States and cEewhcrc e'cercisc a corrupt nfiuence on politics , 
their tortuous mana<rement and ominous consequence m the greater 
tuequahty of wealth are other serious eviE These will disappear 
iiuder state management 

^4) The unearned increment would go to the the State 
Slate versus Company Management in India 
In India, at the present moment, there are only two important 
lines owned and managed by the State Ike bulk of the railway 
Mileage (about two-thirds of the whole) is State-owned but worked 
not by thp State but by lessee companies The policy of replacing 
*his company-management by State management is just now receiv- 
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ing influential support from certain cucles but is being stoutlf 
opposed by other classes 

The principal argument of advocates of State management in 
India is that raihriys under company management care only for 
profit, while railways under state management mil also care for the 
public interest, and wall hasten the industnal development of the 
country by low freight rates etc. 

The supporters of the present system of company management 
maintain (a' that company lines are on the whole more efficientlj, 
more economically, and more satisfactonly managed than the exist- 
ing state-worked lines. 

(b) that the expenence of state-worked lines in India in the 
past shows that company management is better suited to the needs 
and circumstances of India and is better calculated to increase the 
matenal prcspenty of the countrj' jc)_and that from the political 
point of view, an extensive enlargement of the existing buTeaucrac)'" 
IS undesuable 

The State and T rade 

1 he question as to the proper relation of the state to trade, what 
are the advantages of abolishing resfrictions on trade, and under 
what conditions, and also the cases in which resfrictions on trade 
become necessary and desirable — these^are discussed in the chapter 
on International Trade 

The State and Labour 

For the relation of the state to labour, and the necessity of 
imposing restrictions on labour in the interest of the labourers 
themselves, and also in the economic, political and social interests 
of the community as a whole — see Labour Legislation, and Factor)- 
Laws Book v ch iv 

The State and the Poor 

See Poverty and Poor Law Book v ch iv 

The State and the War— Sec the Appendix on the war 

Dunng the War and for canynng it to a successful conclusion, 
agriculture, manufactunng industries, railways and other forms 
of transport have been extensively controlled and regulated by 
the state— and this has strengthened the demand for nationalisation- 
of land, mines, railways etc among the labounng classes of Europer 
and Amenca 
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SOt^iaLISM. Ee0N0Mie PR0GRESS 

The present distribution of wealth 

I Arguments against the present distribution of 
'wealth (see Part II pages 146, 147 ) 

II Arguments advanced in justification of the present 
system of distribution of wealth 

(A) Economists of the Classical School 

n he economists of the classical school, and of tne optimist school 
regard the present distnbution of wealth as per fedh just The> 
argue thus , under the present system, society is based on the hberty 
of labour and the absolute freedom of contract and every one receives 
the just and exact equivalent of the wealth he creates by the lato of 
supply and demand Society by the law of supply and demand 
determines the prices of agricultural products, manufactured 
products, etc, also the shares in distribution (viz wages, interest, rent 
and profits) which are the pnees of the service of labour, capital, 
land and organization The public is the best judge, and the public 
judges and pays 

'Ihcse writers also point out that competition tends to correct any 
inequalities and tnj istice that may arise If a particular product 
or service is sold for a time at an excessively high pnee, numerous 
rivals immediately throw themselves into the same industry or career, 
-and thus bring down the value of the product or the service to the 
level of the cost of production 

[Other arguments advanced m favour of the present system of 
distribution are (i) it stimulates productive activity by allowing 
•each individual to act freely in his own interest, and to keep to 
himself the fruits of his labour 

(2 ) Moreover the present system possesses an advantage over 
all other imaginable distributive systems in this - the present system 
works aiitomatieally by the law of supply and demand and it does not 
require any distnbutive authority which is wanted under other 
systems Again the present system secure^ liberty which other sys- 
tems would sacrifice in endeavounng to secure a large measure 
of justice m distribution ] 

(B) Prof Smart's view 

Prof Smart takes a more moderate position as regards the justice 
of the present system of distribution, and in this he represents 
recent economic thought on the subject 
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Smart admits that perfect justice has not been attained , but he 
points out that something curiously like a rough 
A kind of Tongh jn^ihe has emerged “ At least it is not a distn- 
jnsticc m the pre- bution to idlers , nor a distnbution by force or 

sent distnbution, fj-^ud nor a distribution due to the favour of the 

mjment “rOTghiy distributers, to patronage or to privilege It is in 
by service some sense, a distribution according to product, 

and IS based on mutual scr^ ice ” T he rough 
justice of present distribution is established bj pointing out how far 
arbitrary division is eliminated At least paj ments are not arbitrary 
where there is mobilit}’ la) The payment of hibounrs is pre^ented 
from being arbitrary by the mobility, and the solidarity of labour 
{b1 As regards 5 , competition between them prevents the 

arbitrariness of profits (c As regards capital, capital also is 
preientcd from getting an arbitrarj' remuneration by its mobility 
\Vhen the supply of capital increases rapidly, the rate of interest 
falls, and there is diffculty in getting emplojment for capital 

Prof Smart nghtly makes a modification in this claim of rough 
justice — it ts such justice as we lan huve tiudei a system ot pnvnte 
property and free t/anshr of pioperty [In considering the argu- 
ment against pnvatc property, he points out that 'ii rent under 
modern conditions (with continual sale and resale of land as air 
investment, and the development of communications is not a strong 
argument against pnvate property, <ii) and interest is also not a 
strong argument because the man using borrowed capital and paying 
the present rates of interest gets a great deal of work out of* the 
capital ] 

And his conclusion is this “ At least there xs enough of rough 
jusiue til It to vtahe tven those of us who feel its tinperjeettons most 
Uenlv thml iwtie before n e give our countenance to any rival scheme 
whuh has yet b^en proposed ” 

Of such rival schemes, socialism with its many vanetres is at 
present the most influential and important 

t Socialism 

The existing system of distribution of wealth and also its pro- 

•f “What IS soembsm ? It is almost like asking “What is Chnstnnity ? ’ Or 
demanding to be shown the atmosphere It is not to be answered fully by a formula 
or an epigram Socialism then, is a great intellectual process, a di velop- 

ment of desires and ideas that takes the form of a project a project for 
the reshaping of human society upon new and bettei lines That in the ampler 
proposition is what Eoaahsm claims to be ” New Worlds for Old—H G Wells 
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duction are closely dependent upon the legal structure of society 
specially upon the laws of pnvate property and competition 
Socialists regard the present system of distnbution of wealth as 
extremely unjust And the s-ar.k for a biller system o^distnb dion 
has mv'n nse to tiamero ts systems of Socialism Thorough-going 
modern Socialists propose not only vast and far-reaching changes 
m distribution bu^ also corresponding changes in production and 
exchange and these changes necessitate fundamental changes as 
regar Is the lau s of property 

^o taltsm IS not a w ys violent and lawless — there are socialists 
violent and lawless, who are for anarchy and dynamite, but there 
are many socialists who are opposed to all violence and adv( cate 
peaceful methods and progreaaive evolution Again so, alism is 
not essenluiH anli-cnnslia t or anlt-reh^i >n — though Marxian and 
other continental socialists generally rejec^ Cirutianity, the-e have 
been many socialists among the lea der^ of the Christian Charch m 
recent times, Maurice, Klingdey, D» Clifford in England and o hers 
elsewhere Nor do all socialists aim at abolishing the family or 
encouraging free love 

I There are many kinds of socialists and there are many 
kinds of socialism Moreover Socialism is still in process of 

development and change it is not a stereotyped s>stem of 

dogma, It is living, it changes and developes and it will change 
and develope with the intellectual and moral development of 
modern societies 

The word Socialism appears to have been first used in The Poor 
Man's Guanh m m 1833 Among modem socialists the important 
names are {/) in France— Saint Simon, the histone founder of French 
socialism, Fourier, Louis Blanc and Proudhon (2 in Germany — 
Ferdinand Lassalle, Rodbertus and Karl Marx, undoubtedly the 
greatest figure in modern socialism (3) in England — Robert Owen, 
Maurice, Kingsley,and in recent times William Moms, Sidney Webb 
and others 

History of Socialism 

(t) The utopian socialism in the early nineteenth 
century ^ 

Earlier French and English socialism down to 1 848 was largely 
utopian and tJeahstic (It was also dominated by a bourniots 
or middle class syirit and ivis n,t o! and for the working class ) 


I History of Socialism — ^Kitkup 
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These early socialists impressed with the evils of the competitiie 
system and private business enterpnse proposed socialistic schemes 
■which ■were expected to remove these evils These socialists are 
called Utopians and their socialism utopian socialism because they 
reasoned from ideal postulales and thev advocated the regeneration 
of mankind through education and brotherly love in ideal communities 
Unlike many modern socialists they did not iiant a revolution to 
establish a socialist state but they appealed to the dominant classes 
for aid to carry out their social programme 

The most important of the earliest socialists is ere Robert Owen, 
Saint Simon, Fourier, Cabet and Blanc (Short accounts of their 
socialistic schemes are given at the end of the chapter ) Blanc was 
however less utopian than the others He w as transitional and he 
marked the transition from utopian and bourgeois socialism to 
the later 'scientihc' and prolctanan socialism 

(2) The proletarian and ‘scientific’ socialism of the 
latter half of the 19th century 

We now pass to the proletarian so''talism of the second half ol 
the nineteenth centurj', a socialism of and for the working class 
And this socialism calls itself a r* lenttfii, socialism, it pndes itself 
upon Its scientific realism and ridicules the utopian ideals of the 
earlier socialists 

The ‘scientific’ socialists fall into two important groups 
(a) State socialism 

The advocates of state socialism who are nationalists and who 
propose that the socialistic programme is to be accepted by the 
state and to be carried out by the national government 

The leaders of this school are Rodbertus and Lassalle The 
influence exercised by Rodbertus on economic thought has been 
very considerable 

Rodbertus’s economic thought proceeds from two main ideas 

(i) A labour theory of productivity — labour produces all econo- 
mic goods 12) A belief in a decreasing wages share The second 
idea is connected with his theorj' of the iron law' of wages 

Rodbertus’s great service to economic science is to have brought 
out in a forceful manner the question of distributive justice 

Rodbertus is not for revolutionary methods or for agitation. 
His positon was ‘social, monarchical and national ’ 
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(b) International socialism of Karl Marx 

Like Ferdinand Lassalle, Karl Marv Mas a Jew, and a German Jew 
by origm The Jews have produced many great names in philosophy, 
letters, art, music and science, but few greater than that of Mar\ 
With Mar\ socialism took on a purely matenahstic garb and 
became international in scope as contrasted ivith the national indus- 
trialism or state socialism of Rodbertus 

The international socialism of Marv is revolutionary in temper 
and It IS abstract and deductive The principal features of scientific 
socialism as taught by Marx are the following 

(i) Society IS an evolutionary product 

f2' History ts to be ^ivcn an economic interpretation le the 
history of our whole social life including religion, government, art 
etc is to be regarded as only a reflex and a result of past and pre- 
sent economic conditions 

{3) T Marx's theory of value and his doctrine of surplus value 

Marx thinks that labour produces all value, capital being nothing 
but stolen labour The whole value of a commodity depends upon 
the quantity of labour expended upon it In its quantitative aspect, 
value IS reduced to socially necessary labour time — to the time spent 
by the average labourer in producing the commodity under existing 
social conditions 

The doctrine of surplus value is that the labourer produces more 
than he gets as wages, and the surplus value which is produced by 
him is appropnated bv the capitalist, the employer and the landlord 
m the shape of interest, profit and rent The labourer is thus 
depnved unjustly of a large part of the value produced by his 
labour 

(4) The doctrine of the class struggle 

The exploitation of the labouring class by the capitalist and the 


+ Marx distinguishes between use value and exchange value 
“The utility of a thing makes it a use value ” 

As regards exchange value Marx reninrks “We see then that that which 
determines toe magnitude of the value of an article ts the amount of labo n 
socially necessary or the labour time S0\.ially necessary for its productio 
The value of one commodity IS to the value of any other, as the labour time 
necessary for the production of the one is to that necessary for Uie production 
of the other As values, all commodiUes arc only definite masses of congealed 

labour time ” Marx-Cap.tal 
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landlord classes produces a profound antagonism between these 
classes , and this antagonism hab given rise to a class struggle which 
can end only in the overthrow of the capitalist and landlord classes 
and the tnumph of the labouring chss and the establishment of the 
socialist state 

Marx IS unquestionably the most powerful personality in the 
history of socialism and his C tpital (Das Ktipita ) has been called 
the Bible of socialism I his work of Marv is a study and a 
criticism of capital, bat indirectly it is a brilliant exposition of 
socialism armed with all the learning of the nineteenth century 

Criticism of Marx’s Theory 

Marx, brilliant and suggesiive as he is, is open to serious 
cnticism on many points 

(r) History should not be given a purely economic interpreta- 
tion Too many things occur for reasons not entirely economic or 
even not economic at all 

(2) The Ivlarxian theory of value is also unsound and his 
theor}' of value is the heart of his whole system The Marxian theory 
of value IS unsound ta) because it neglects the factor of utility and 
and does not deal with utility at all adequately (b) because even 
assuming that cost alone can explain exchange value, it is not true 
that all cost can be reduced to labour (Value is thus due not to 
labour cost alone) (ci I he Marxian theory of value also breaks 
down before insuperable differences m the quality of labour Ihe 
doctrine of surplus value is thus not founded on facts 

(3) The doctrine of class struggle also is not completely borne 
out by facts The struggle between the classes is not growing more 
and more acute every w-here , and even many socialists to-dav are 
of opinion that the victory for socialism woald be won ivithout 
blood-shed and not by bloody revolution as Marx expected 

The revolutionary and the evolutionary socialists 

Marx, Engels and their orthodox followers were revolutionary 
socialists, who expected that the socialist state would be established 
by a revolution A very large body of socialists at the present day 
have a socialism which is not revolutionary' but evolutionary And 
these evolutionary socialists believe that the socialist state would be 
established without bloodshed and revolution and as a result of a 
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gradual increase in the strength of the socialist party as a political 
organization in most modem states The majonty of intelligent 
socialists of the present day are evolutionary socialists 

The tendpncy among mod rn socialists, is to leject certain parts 
of Marx’s theory and to maintain the rest, to reject the materialistic 
interpretation of history and the theory of smplus v^lue, while 
accepting the doctrine of the class struggle, internationalism and the 
socialisation of the instruments of production. Some leading figures 
among recent socialis s are Bernstein in Germany, Jaures in France, 
Sidney Wtbb in England The evolutionary socialists are also called 
revisionists or opportunists 

t Characteristics of modern Socialism 

Modem slate socialists would expand the business functions of 
the state, so that all industries would become state industry managed 
by the state Private etonomi octivilv ts to be endeil an / to he 
replaced b\ public econuittc attwitv And all such business would 
be regulated by the people in their organized capacity The present 
political organization is to become an industnal organization based 
upon the will of the people and their suffrage In this way, there 
•will be industrial aemo raty as well as politual democraiy 

The socialists propose 

(1) State ownership of the instruments of production viz Land 
and Capital 

(2) State management of the instruments of production, and 
production of wealth under state control and management 

(3) The distribution of the product of industry ( t e the 
national income) among the different classes by the authonty of the 
state 

They do most seriously object to the ownership of capital or of 
land by private persons because pnvate owmership of the means 
of production leads to the exploitation of the labouring classes 

Though the socialists object to the pnvate ownership of instruments 
of production, all of them are not opposed to the existence of pnvate 
property in income earned by individuals under the socialist state 

t Not all socialists are for basing Socialism upon the state as we know 
It The early utopian socialists depended upon pnvate effort and experiment, 
and on the other hand, Marx was for a vast international combination of the 
labourers of all nations without distinction of creed, colour and national 11 y- — 
but modern state socialists would make the state itself socialistic, and would base 
socialism upon the state as it is 
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Socialistic criticism of the Modern State 

Socialists of different schools criticise the existing sjstem of pro- 
duction and distribution of wealth as earned on under the Modern 
State They putfonsard economic as well as moral and social objec- 
tions against the present industnal system 

I Economic objections against the present system 
(and nonomtc advantages claimed /or socialism) (/) Production 
under the present system is inefficient because of the wastes of 
competition and the haphazard methods of present industry 

Socialists declare that in their sjstem production uill be scientific- 
ally organised and uould be much more efficient Thej claim that (a) 
the economic needs of the communitv will be accurately estimated 
and the available land, labour and capital carefully apportioned so 
that just the quantitj ot each kind of goods required will be produced 

(b) dhe duplication of plants and sLaffs and the excessue production 
of particular goods, nou so common under competition, will be 
avoided 

To quote Prof Eh “Competition is wasteful Two raihvajsare 
built where one would suffice look at the shops, wholesale and 
retail, and see the waste of human force Without competition the 
whole dry goods and grocery business could be carried on with a 
third of the present economic expenditure of force ” 

(c) Socialism would save the enormous expenses of advertising 
and competitiv. selling incidental to the present system " 

(d) In the modern state there are the idle classes who spend but 
do not work Socialism would make them work for their bread 

(c) Unemployment w'hich becomes widespread with the coming 
of crises and depressions is one of the serious e\ ils of the modern 
industnal organization Socialists claim that thej ivill abolish 
unemployment b) a more scientific organization of production 

(2) The present distribution of svealih concentrates wealth 
in the hands of a few nch landlords, capitalists and business men, 
while the vast majonty of workers get less than tlieir proper share 
of wealth and arc poor Socialists declare that thej would establish 
a just distribution 

(3) Then as regards consumption 

To-day goods are made by producers for sale , thej would be 
made for use, for the benefit of the consumer in the socialist state 
Socialism would suspend the production of harmful goods and 
would abolish adulteration and deception 
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11 Moral objections against the present system 

{and moral advantages claimed for socialism ) 

The injustice of the present system of distribution is a grave 
moral objection The fundamental objection is that modern industry 
IS based upon self-interest Socialism is based on worthier motivesi 
Under it all men iiould live like brothers “ Socialism relies upon 
the love of activity for its own sake, the desire to contnbute to the- 
common good and the ambition to win social esteem and social 
distinction through conspicuous social service ” 

T The strength of Socialism 


The Socialistic cnticism of the modern state and the con- 
structive programme of the Socialists make quite clear the elements 
of strength in socialism The strength of socialism lies chiefly m 
the plea (i) for a scientiflc organization of the productive forces of 
society, and the socialistic criticism of present waste ^ind also of the 
idle rich who do no work (2) for a just distnbution of the annual 
social income Other elements of strength are socialistic cnticisms 
(3) of the present regime in the matter of unemployment (4) of 
adulteration, deception and cheap and nasty goods which are the 
outcome of the system of pnvate capitalism in which goods are 
made to sell and not for use (5) and finally of the selfish spmt 
of competition 


The Weakness of Socialism {The argnments against 
Soaalism ) 


The w'eakness of Socialism lies (A) partly m the weakness of 
some of the arguments employed by the Socialists against the 
modern state (B) partly in the defects attaching to the constructive 
programme of the Socialists themselves for the establishment of the 
Socialist State 


(A) The follow'ing among other things arc elements of 
weakness in Socialism 


(i) The 
modem state 
sjistem may 
socialism 


predictions of Marx and his followers about the 
have been falsified so far, and the evils of the present 
be removed in future inthout the establishment 01 


+ For vigorous and popular ^position of the for modem socialism, 

the student is referred to New Worlds for Old H G e 
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(2) The Marxian doctrine of the class struggle, and the 

economic interpretation of history as given by the socialists 

are partly erroneous 

(3) The socialists underestimate the efficiency of the present 

system “ To^iay there IS a premium on energy and thrift Much 

may be wasted, but much also is produced ” t 

The socialist sees all of the starvation, miserj', luxury 

■and extravagance in connexion with the present system, but he 
Ignores the millions of happy homes scattered throughout the land 
in rich and progressive countnes like Bntam, France and the 
United States 

(4') The socialist underestimates the importance of free enter- 
pnse to be found in modern industry 

(Bt Defects tn ihe construiUve programme of Socialism about 
the establishment of the Soil dist Stale 


(1) In the Socialist State, the difficulties of administration 
would be enormous There w ould be serious difficulties relating to 
the apportionment of labour among the various industries, speci- 
ally as regards unpopular occupations, about the assignment of 
value to products, about the quantity of goods to be produced, 
the relative proportion of capital goods and consumers’ goods etc 

A great dtffiiultv loould a/ise tn connection with ihe itistributioK 
of the n itioiial incunie On this question socialists differ among 
themselves Some advocate equal distribution, others advocate 
distribution according to needs, while the more reasonable are for 
distribution according to efficiency 

(2) It IS feared that industrial procuress would he hampered 
under the socialist state, and production will be less efficient than 
under the present regime 

In the absence of the incentive of competition and the stimulus 
of private ownership and private enterprise, the accumulation of 
of tapilal, and also inventions and imptovements would be cheikcd 

(3) Pohtual and social dangers of Socialism 


Fhen there is the danger to liberty and also other evils of a 
political and social character under socialism Everything (the 
-choice of occupations, methods of production etc ) would be 


t Ely — Outlines of Economics 
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completely regulated by the gigantic bureaucratic machine, and 
possibly there would be an end of individual liberty, initiative 
and enterprise 1 he loss to society and civilisation under these 
circumstances would be incalculable 

And under present conditions of public morality, there would be 
an immense amount of political corruption, intngue, personal spite 
and favouritism on the part of the rulers of the State (however they 
may be elected or appointed ) 

(4) The socialists make the fundamental mistake of 
underrating the ps^uholo^iial obstacles to their plan The 
average man is neither so inclined to work nor so zealous for 
the common welfare as socialism demands And when men 
are as perfect morally as would be required of them under socialism, 
socialism would become unnecessary 

[Economists differ among themselves as to the difficulties of 
socialism and its practicability, and they differ in the emphasis which 
they lay upon the various oh]ections against socialism Prof Taussig, 
(with many others) thinks that in the Socialist state organization, the 
valiiaiion of commo iities, and the accumulation of capital would not 
present serious obstacles and that for the mass of men, there would be 
practically lirtic diminution of real liberty He seems to fe of opinion 
that the real difficulties will be largelv of a psychological character and 
that the maintenance of vigour, efficiency and progress would be 
practically impossible both as rega-ds the rank and file of the workers 
and also as regards the leaders and also the increase of effective capital 
through imp rovement and invention] 

Influence of the socialists 

Prof Haney m his “History of Economic Thought” thus sums 
up the influence of the socialists 

I. Direct or Primary effects 

(«) The scientific socialists and particularly Karl Marx 
strengthen the idea that social institutions are of historical growth 
and relative to environment 

(b) The socialists give greater strength to the tendency to take 
the social view point as distinguished from the individual view point 

They emphasize the fact that under modern production the product 

is a social one 

(r) Socialistic cnticism has led to a closer examination of the 
economic functions of the state 
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(d) Socialism has emphasized the problems of distribution as 
contrasted inth production and above all has kept the question of 
justice in distnbution, hea\'y upon our consciences 

((t) Socialism as a uhole has brought the general idea of un- 
earned mcrement into prominence 

(/) The function of capital and the nature of profits hare been 
placed m a clearer light on account of socialistic attacks 

The downfall of the wages fund doctnne maj hare been further- 
ed by socialistic criticism 


(2) Secondary or re-actionary effects 

{a) Socialism has decnlj influenced the tone and temper of 
economic writings Evamples of this are to be found in (i) the 
work of the Austnan School (ii) the work of Clark 

(3) Certain particular theories, (for example, the productivity 
theory' of distribution; have receir ed their emphasis from a desire 
to refute socialism , and tlie marginal utility theones have been 
probably developed by reaction from the labour cost theones of 
the socialists 


Socialism in present politics— /«/«««(-< oj Socialism on 
legislation and administration in modern States 

Up to the present time, except in a few small and scattered com- 
munities, no attempts to apply the pnnciples of socialism to their 
full extent have been made No large modem state has adopted 
the complete programme of socialism —Socia/ism is th is an ideal 
rather than an actuaiitv (The only exception is Russia which is 
m the gnp of Bolshevikism—au extreme and vaolent fomi of 
sociahsm about which little accurate information is available 
'•to the civilised world up to the present moment ) 


The socialist ideal however counts its aaherents iy millions tn 
the modem aviltsed uwfld^ and it is exercising in an m'reastwr 
degree great infiueiuc on the legislation and administration of 
modern states Socidists have great political influence in many 
contmental countn^ (Germany, France, Italy, etc ) and they have be- 
come of considerable importance in England and the United sStes 
Numerous reforms in social legislation have been either the dVrS 
vvork of socialism in politics or the indirect results of its influent 

Workingmens insurance, factory' laws, industnal courts, tax reforas 

the movement for a universal suffrage-all these thin^c 
at the improvement of the economic^and the ^litical co^dittm of 
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the masses have been influenced by the efforts of socialists In the 
progressive countnes of Europe and also in the United States, 
socialists have put into practice some of their admmistrative theories 
— and their activities include increased care for the poor, specially 
for children, extension of education, improved sanitation, popular 
•concerts and theatres, together with the municipal control and 
management of waterworks, gasworks, street railways and other 
public utilities 

t Prof Qide on the Socialistic systems of Distribution 

Socialists, dissatisfied with the present system of distribu ofnebu 
looking upon it as unjust, have proposed other systems for t sotgh 
distribution of w'ealth A summary of Prof Gide’s accountti 
socialistic schemes is given below As Prof Gide points o 
socialistic systems are respectively based upon the followin 
formulas of distribution viz 


(I) lo each an equal share 

(If) 7 o each according to his needs 
fill) I o each according to hts deserts 
flV) To each according to his labour. 

1 Equal sharing 

This simple mode of distribution seems to have prevailed m a far off 
past among primitive communities In modern 
Distribution into {.ocieties it would be absurd ; and to-day even 
•equal shares oniony i evolutionary socialists there are no lony^er 

any advocates of equal sharing Something of the simplicity of this 
idea still seems to be at the basis of socialistic systems which assume 
that there is more than enough wealth for the wants of all Poverty 
prevails because the rich have unjustly taken too large a share of the 
national wealth, and so wealth should be taken from the rich and given 
to the poor 

Objections 

Equal sharing will not be of much use The nch constitute a small 
minority, and if the wealth of the neb is distributed among the poor, 
that would not improve much the economic condition of the masses 


II Communism 

Let us regard all wealth as belonging to everybody Let every one 
consume according to his wants This is the 
Distribution ac- essence of communism Communism is, according 
■cording to wants to Prof Gide, the simplest and the most ancient 
of all socialist systems , and it has been received by the Anarchist sAooI 
The most recent and best known advocates of commu nism are Baboeuf, 

+ Gide— Political Economy" 
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Robert Owen and Cabei In the programme drawn up by the Sociah 
Democrats of Germany ( Gotha, 1875 ), it was provided that aU shall 
cnjo> the results of labour according to their reasonable wants 

Objections 

Two Important objections to communism are ( j) that the quantity 
of wealth is, and probablj alwajs will be insufficient for our wants or 
desires (li) communism Will require some sort of regulating nuthoritj 
and this will not exist under Anarchism And the justice of communism 
has been questioned Prof Schmollcr sajs nghtlj “It is a mistahe to 
make our needs a rule of distributive justice, for our needs hare 
nccessanlj an egoistic character | it is labour, merit, acts which alone 
can serve the human race and furnish a rule of distributive justice ” 

Actual experiments in the United States and elsewhere hare, horv- 
ever, shown that communism can achicr e a partial success in small 
communities subjected to a rery strict discipline 

III Saint Simomsm and inheritance 


The School of Samt Simon exercised for a time an extraordinary 
influence over a rrholc generation in France ard outside it The rrnters 
of this school maintain that //;e shat c of each individual in disinbuUon 
should 0‘ detennincd by hts menl , they insist strongU on the claims of 
merit All forms of human actirity arc to be regarded as public func- 
tions appointed and remunerated br the state Saint-Simomsm, being 
based on merit and giving important appointments to large employ ers 
bankers, etc , is an aristocratic '•nd capitalist socialism An essential 
part of Saint-Simonism is the abolition of Inheritance 


Obj ections 

(1) Even admitting that we might succeed m abolishing the inheri- 
tance of wealth, inheritance would still exist with regard to many other 
ad\anta|es lil e health, familv talent, and social rank 

deprned of the right to dispiC'C of their wealth, then 
we shall lose a very powerful stimulus to production 


c Saint-Simonians arc right in holding that the possession 

of wealth is in Itself a social function, is it not logical to conclude that 
the man who performs this function is the one best fitted to point out 

his successor 7 v 


IV CoUectivism 


Coll^itvtsm IS a milder fonn of communism, and it is of fairly recent 
date The Manifesto of the Communist party issued by Aibi/ and 
Engels 1847 first brought collectnism into prommencTandTts 
pnnci^l armoury of weapons is Marx’s famous book Capital cSc/S 

- are still to be left under V lp materials), consumption goods 

distribution of them is d^esired ^ property, only a better 
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Expropriation with or without compensation is the only means of 
accomplishing this transfer of private property to collective ownership 
Under the collective ownership of the instruments of production, wealth 
would be collectively produced, and would be distributed by the state 
And collectivism proposes to leward each individual according to the 
effort he has made, measured by the number of hours he has worked 
rhe collectivists believe in a supposed law of social evolution which 
maintains that individual production is being gradually transformed 
into collective production 

Advantages Prof Gide enumerates the following advantages 
claimed on behalf of collectivism 

(1) Under this system, no one is able to get anything except by his 
own labour In this way economic inequalities swill be gieaily reduced 

(ii) Idle classes and social parasites will disappear because private 
ownership of land and capital will not be allowed 

(ill) Collectivism will abolish pauperism Society under collecti- 
vism would find work for all who are able to work, and for those unable 
to work, society would provide the means of subsistence 

(iv) I he hours of labour for the average labourer will be greatly 
reduced (An English socialist calculated that one hour and twenty 
minutes per day would be enough but this seems to be an exaggeration) 

(v) By recognising the right to^ dispose freely of one’s possessions, 
individuaJ liberty would be maintained 


Objections 

Prof Gide mentions the following objections usually put forward 
against collectivism 

The so called historical law of social evolution (viz the gradual 
transformation of individual production) is a sweeping generalisation 
and IS not supported by facts 

fn) The right of private property restricted as it would be by the 
collectivists would be a mere delusion 

The clan of getting rid of the captains of industry and rephe- 
bv paid managers will enormously lower industrial efficiency, 

prfductionwdl suffer very seriously , , , , , 

fivi Under collectivism, the motive of individual sating will ^ 
J i a Zrn rise privatc ownership of capital will not be allowed 
Srr».fl prove a sat.slac.ory ,„b«.t„ce 

« The ..be jy tbo itr’raU'a « 
lo accept awpoel .vh.ch mil be g.vcr, h.n, by the rulers ol the elate. 

gSke" mrsl be hat rucuiebed” .r.ll lead to g»,t 



OUTLINES OF EC ONO JIXCS 


308 

practical difficulties, and ill raise an important ethical problem The 
ethical problem is %%hcthcr it is ]ust to pay the labourer according to 
the hours he worked or according to his product 

Co-operation 

Co-operation alms at 1 complete programme of social reconstruction 
Though directly descended from the Associationist socialism of the 
first half of the 19th century, ts ttot strictly sortiiltsUc because it would 
retain private propcrt\ with its principal attributes Yet it seeks to 
realise some of the most inipoi-iant objects of socalism, and it is doing 
an immense amount of good to persons practising it 

For different kinds of Co-opcration see Part I pages 212-214- 

Prof Glde mentions the following as important characteristic 
leatures of all kinds of co-opcration 

(i) All co-operative associations aim at the economic cmancifiation 
itf certain classes of persons that they may dispense with middlemen 
and be self-sufficient 

(ii) All atm at substituting soltdamt) for competition, and the 
co-operative motto “Each for all" in place of the individualist motto 
“Each for himself ” 

(Hi) h\\ not at abolisl wg pn-mte piopertj, but at sprtadinst 

by making it accessible to every one in the form of small shares and 
hey also aim at the creation of collective propert} 

(iv) All atm at depriving capital of its controlling share in produc- 
tion, and abolishing profit, and not doing awaj with capital itself 

(v) All co-operative associations possess a considerable educational 
value They teach their members, not to sacrifice an\ part of their 
individuality or their spirit of enterprsse but to develop their energies 
by helping others while helping themselves to abolish all the 
methods by which men exploit their fellow men and all causes of conflict 


Bight of Private Property 

While discussing socialism and other schemes of social reform, the 
right of private property comes in for criticism and examination 

(1) Theory of Natural Right 

The upholders of this theory maintain that property is a natural 
right But if property is a natural right, what are we to say to those 
persons who ha\e no property and demand it? The aim of social 
science must be to see that each man has a minimum of propertv 

(2) iM-bour Theoiy 

An attempt has been made by the classical economists and other 
ptove that labour is the basis of property A man should 
own aU things he has created by bis labour Objections The theory Is 
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not applicable to actual 

considerable portions) ol a mnns p p , dourer is not the orvner 

P-auct belongs to tbe 

In rcallt), the right of webLeTand must 

bTL^SedTn^;iSdM?^sUpolnt 

Standards of ure and standards of comfort Progress 

in relation to Standards of life 

What IS the oonnecuon beuve^n^changes^in ^ the 

and the nte f^^the effect? This is a question of the 

^^te^nni^ola- ^ ^ 

1„ thts connection " 

the Standard of activities 1 intelligence and energy and self- 

of lift impHes and judgment m expenditure, 

respect , leading to rnore ^ population will much 

A nse m the standard of iit^e ior i ^^^.^tues to 

increase the national ^ rise in the standard of life for 

each grade and ^e their efficiency and ther^ore their 

mnl! mar the standard of life , and in s" f“b as 

supply Oftabo"' ,0 standards of bfe see Marshall. 

For Progress m relation 

Chapter XIII ofUh and 
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Production 

The progress made m production is so famih^ar to require 
only the briefest consideration Man’s power over nature has 
-enormously increased and this has immensely increased the 
emciency of production Invention and discovery have scored 
tnumph after tnumph Other causes contnbuting to progress in 
production have been the opening up to evploitation of new lands, 
new sources of mineral wealth, the growth of capital, improvement 
in forms of industrial organization, and the development of a more 
'Capable generation of men and women with better education 
and i\ ider opportunities than before 


Distribution 


Then we have to consider the progress in distribution This has 
not been so remarkable as the progress m production The condition 
of the wage earners is worse than it should be with the great advance 
in production 

Still statistics indicate that wages hsxe risen substantially Trade 
unions, labour legislation, co operation have acted powerfully m the 
direction of improving the lot of the working classes Agricultural 
rents have fallen in old countries like England while they have 
risen in new countries The income of certain enterpreneurs 
from their monopoly powers absorbs a large part of the social 
income , and something should be done to diffuse these monopoly 
incomes either by more general competition or by legal regulation 
of prices 


Exchange 

Improvements in means of transport by land and sea have 
brought about a great increase in trade within the same country 
and also in exchange between nations The commutation in 
money of payments in kind and payments in services 
has been a factor of great importance in the development 
<of exchange 


Progress in the future 

Economic progress in the past indicates to some extent the condi- 
tions upon w'hich the economic progress of the future must depend 
Chances in habits of consumption which will increase the satis- 
faction denved by men from goods and lessen the cost of produc- 
Uon must continue to be made , methods of production must be 
further perfected by improvement in the capital goods used, by 
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fuller utilisation of tlie forces of nature, by an increase in the fund 
of capital, by better organization of industry, and by steady improve- 
ment in the efficiency of the working population , the distribution 
of the social income must be so changed as to gn e a larger share of 
the product of industry to the working class 


Labour unions and labour laws must continue to help the working 
classes in the struggle for improving their economic condition 
Monopoly should be regulated in the interest of social welfare and 
to enforce fair competition There should be ta\ reform Public 
revenues must be drawn in an increasing measure from the incomes 
of those who can best afford to contribute to the common fund for 
the common welfare These are all reforms for tlie present and the 
immediate future and unlike socialism can be immediately brought 
into operation And economic progress as progress of all kinds 
ultimately depends upon the individual, upon the character and 
capacity of the average citizen and unless he responds to the 
efforts made for his betterment, there is no prospect of permanent 
progress 


The greatest ivar in history is over The world is just now 
passmg through an extraordinanly acute industnal and social cnsis 
Throughout Europe and Amenca, the masses have awakened to a 

new sense of their rights and then: power ;B^olshevikism rampant 

in Russia, in Hungary and threatenmg to engulf all civilisation, 
^Syndicalism which has raised its head high in Trance, Italy, m the 
United States, in conservative England, the powerful Tnple Alliance 
of English miners, railwayraen and transport workers, the Big Union 
Movement, even peaceable and constitutional labour movements 
'which no longer seek only higher ivages, better conditions of work 
' but also some sort of control, they all in different degrees testify to 
' this growmg consciousness of nghts and pow er For socialism mth 
Its complete programme, the world is not yet npe, but mere 
palhatives, makeshifts and patch-work arrangements will no longer 
avail, the State at present is largely capitahst in substance and spirit 

a New State must be created, for thmkers, workers, all and 

broad based on the free energies, strong will and character of a gene- 
rous, large-visloned people The signs are that, once agam, England 
will lead, others will follow England, the nursery of political liberty 
the pioneer of the Industnal Revolution, England the victonous 
champion in this last great war for justice and freedom — —a task not 
less noble sfaUairaits her For Peace hath her’ victones no less 
renowned than War 
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Questions 

. Consider generally .ho proper =phcr» of state act.on .n relat.on 

;o a country’s industnnl life (C U 1913) 

2. Comment on the following „ mfh ren- 

/4tQrnv6ri6S m3.de during the iQ^u cen 
Two of the most importan c abolishing restrictions on 

TTeab'solute"neeess”yoUn,poslng restr.ct.ons on labonr. 

''t "state the arguments for and aga.nst the state rrorUng of 
railwajs (1915 H ) commonly advanced («) in 

4 Discuss the present system of distribution 

justification of (b) in condemnation of the prese y 

of wealth (C u 1909 ) Vieivf been 

5 D,st,ngn.sh between the dfcent economic nine, that have 

included under the name of socia * _ cm of the present indus- 

6 Indicate the general dnjt probable advantages 

trial system by socialist wn . schemes advocated by contem- 

and disadvantages of any one of the 

porary socialism (C V ’ arguments against socialism (ipoP' 

7 Briefly indicate the g 
H, 1910 H ) 


Questions 

r„nt0alcutt.~.ty B A E.amnatton 
Papers (1909-1918) 

book I 

. ..When rve grant to 

necessary relations wh consider that Economi for your 

Laws” State whether you reason 

science according to ncpd m sav- 

ing that Economic Laws 

1910) 
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3 Discuss the position of Economics among the Social Sciences 
(C. U J910) 

What IS the subject matter of economics f Explain in what wav it 
is a social science, and bring out m your ansxter its relation to other 
social sciences (C U. 1917) 

4 (a) Discuss the relatlxe adxantages and drawbacks of (1) the 
Deductive Method (2) the Inauctlve Method What do jou consider 
to be the proper method of in\ estigation in the Social Sciences t (C U 
1911) 

(b) What are the pre-requisitcs for the free circulation of labour 
and capital in a countrj f (C U 1910) 

5 (a) State concisely and examine cnticalh the doctrines of the 
Liberal School of Economists (C U 1909) 

(b) What IS meant bj the ‘‘Economic Harmonics” and how is the 
doctrine affected b^ the principle of the degradation of labour (C U 
(1909) 

6 Describe the mam features of present dax economic societies 
(C U 1913) 

7 7 race the successixe stages of industrial evolution (C U 1909) 

8 Critically attempt a full definition of wealth How would jou 
estimate a nation’s wealth t (0 U 1913) 

9 Define Wealth, National Wealth, Capital , and in the light of 
your definitions examine the character of the following (i) natural 
facilities of transport such as (i) navigable rivers (2) natural intelligence 
or honesty of the labourer (3) trained skill of nn artisan (4) services of 
domestics, doctor, musicians (5) patents cop^Tights (6) good-willor 
business connections (C U 1909) 

"Rivers and climates do not constitute W’calth ’’ "For many purposes, 
we ought to reckon the Thames as a part of England’s wealth ” Discuss 
these projJosiLions in the ught they throw upon each other (C U 
1909 H ) 

BOOK II 
Consiompticn 

10 Define total utilitx, marginal utility (C U 1909 H ) 

11 State the Law of Demand Upon what experience is it based t 
Show how demand may be represented diagram maticallj (C U 
3914) 

12 Explain elasticity of demand and show how it may be mea- 
3ured (C U 1914) 

Explain the meaning of “Elasticity of Demand” and show its impor- 
tance in theoretical and practical problems An increase occurs m the 
supply of nee, gold, tea, toys and scientific books while the conditions 
ot demand remain unchanged What w , 11 be the general effects upon 
tue price of the respective articles T (C U 1915) 
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What IS the meaning of Elastitity of Demand ? Of what articles 
T^uld you expect the demand to be inelastic ? Give illustrations 
(C U 1916) 

13 Distinguish between necessaries for existence, necessaries for 
efficiencv and coni entional necessaries (C U 1909 H ) 

What is a luxury ? Under what circumstances is luxury justified ? 
(C U 1917) 

14. Write a critical note on Consumer’s Surplus (C U 1913, 
1914) 

Discuss the relation of Production and Consumption, bringing out 
cleanly how the ultimate control of production lies m the hands of the 
■consumers (C U 1917) 


BOOK III 
Production 


15 What do you understand m political economy by production ? 
hat arc the factors of production, and in what manner do they 

Co-operate ? 

16 Carefully state the Law of Diminishing Returns with all necessary 
limitations In a new country', are the richest lands always cultivated 
■first ? Show the iveakncss of Carey’s position and correct according 
to Marshall tlic inaccurate but substantially true statements of Ricardo 
(C U 1909 H ) 


17 Elucidate the Law- of Diminishing Returns and its relation to 
the doctrine of Rent (C U 1911) 

18 Elucidate tbc statement “While the part which Nature plays 
in production conforms to the Law of Diminishing Return, the part 
which man plays conforms to the Law of Increasing Return 

19 Wnte a note on Maltlius’s doctnhe of population (C U ) 
Explain and evamine the Malthusian doctrme of population 

^*"20 ^What IS the beanng of the Law of Diminishing Return on the 
theory of population ? Illustrate from Indian conditions (C U 1916} 

21 mat arc the influences which affect the accumulation of w'caith 
t n a country ? (C U 1912. 1916) 

Discuss the effect of the rate of interest on the growth of capital in 

a country (C U 1918) 

22 Account for the nse and explain the functus of the entrepre- 
neur class in the modern business world (C U 1909) 

Give an account of the functions of the modem emp oyer and the 
services rendered by skilful business management (C U 1912) 

What is the nature of the services performed by the Entrepreneur or 
Businessman and m what manner is he reivarded ? (C U 191 ) 
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23 Examine the mdustnal effects of the groivth of machinen 

explaining’ how it has affected the social and economic condition of tht 
working classes (C U 1911) - 

24 lYhat are the circumstances which favour the localisation o' ' 
mdustnes and what are the advantages resulting therefrom? (C U 1912 . 

^^’hat are the factors leading to localisation of industrj’ ’ What art 
the ad\ antages of such localisation ^ In what industries is localisatior-- 
impossible and why ? (C U 1913) 

25 WTiat do > ou understand by large scale production (C U 1911^ 
H) ? \\ffiat are the ad\ antages of large scale production ? 

WTiat are the limitations to the increase of scale in the case o 
agnculture and other industnes ? (C U 1916) 

26 Under what general conditions will a Handicraft Industry give; 

place to a Factory System ? Compare the relative advantages of the I 
two systems (C U 1915) lu 

27 Carefully state the Law' of Increasmg Return (C U 1911H) 

Market. Value, Theories of value etc 

28 (a) Define the market of economic theory' (C U 1910 H 
1912 1915) 

What do you understand by a market in economics ? What are the , 
limitations ivith regard to time and space to which markets are subject ? 
(C U 1918) 

Upon what conditions does the existence of a highly organised market 
depend ? (C U ) 

(b) Indicate the characteristics of commodities for which there is a . 
wnde market CC U 1912) Consider the markets for cotton, fish, 
consols, bucks, gold (C U 1910 H) 

(c) What functions m particular does a dealer or speculator play m ? 
such a market ? 

29 How is the value of an article determined ^ (C U 1918) 

What do you understand by normal -value ? Of the factors affecting 
the demand and the supply of a commodity', which are more important 
with regard to normal value and why ? (C U 1917) 

Distinguish between Market Pnce and Normal Pnce, and mdicate 
the causes which prevent ready adjustment of the one to the other 
CC U 1910) 

30 (a) Discuss the two following propositions (a) Labour is the 
cause of \'alue (b) Utility is the cause of ^alue (C U 1909) 

. (b) "Value is determined by marginal utility” 'Value is deter- 
mined by cost of production ” Discuss carefully the validity of the 
statements (C U 1915) 
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3 ^ Critically estimate the more important of the theones of value. 
<C U 1913) 

32 Examine the' special theory of value applicable to commodittes 
subject to (a) composite demand (b) joint supply (c) monopoly 

How IS the value of an article determined when the production of 
IS m the hands of an individual or a single corporation (C U ipt/ ) 


Money, Banking, International Trade 

Money 

33 Define money Explain the difficulties that beset an attempt 
ra define money (C U 1915) 

34 UTiat are the functions of money ? (C U 1916) 

35 State and comment on tire economic theorem known as Gre- 
s Law (C U 1909-1 

Ilshat IS Gresham’s Law ? How does it work, and m what cas 

« It applicable? fC U. 1917) . 

36 Explam Bimetallism and Monometallism, 
guments which are ordinarily urged for and aga 
H 1910) ^ 

, 37 Discuss whether and under what conditions a system 
nistallic money is practicable (C U 1909 M ) -ment of 

vnllr ^^ntion the chief causes which give ‘°^,s”^^nsfer of 
f country to another By what means i ^ 

bullion from country to country prevented in a large d gr 
^ 9 ^) ^ /r (C V 

Tn-^^TT. (^) Explain and examine the decrease^ m the 

912 H) -ViTiat would result from an mere 

iiuantity of money and why? (C U 1916) ^ of monei , like 

til , Discuss the following proposition deniand and 

value of every thing else, is purely a questio 

upply ’’ (c fj 1912) pnees, and 

(c) “That an increase in the quantity ^proposition m the 

a diminution lowers them is the 1?°^ W any of the 

, of currency and without it we shoul 
others” Mill ^ mdian conditions 

„ .^ij^oiine this statement with special J'®^p”e^and primitive state 
^l}d show how the theory is true only m a simp 
otthmgs (C U 1914) ^ would vou 

, 40 What IS the object of an diange m 

construct an index numbi of prices to show ffi d J you p > 
-aldutta durmg the last fifteen years ? Towtiatpo 

Pncial attention ? (C U 1914) 
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41 Wntc n note on the economic effects of changes in die \aIoc 
of money (C U I9t4)‘ 

Consider the social and economic effects of variations m the 
purcliasing power of money (C U 1918) 

42 IS a good currency sy stem so important to the economic 
prospenty’ of a country ’ (C U I9*S) 

Banking t 

43 WTiat arc the % anous functions performed by banks ? Dis- 
cuss the nature of the adv antages of a good system of banking to an 
industrial community (C U 1911 H) 

44 Explain the proiisions of the Bank Charter Act of 1844 and 
indicate the circumstances which led to the passing of the Act Examine 
the arguments for and against its repeal (C U 1910) 

45 Wntc notes on (aj the Central Bank system (C U 1913) 
(b) Crisis (C U J912I 

International Trade 


46 “Imports and Exports of a country must he equal” Ex-plain this 
(C U 1912 H) 

47 Say what you know of the Mercantile System, and remark 
on the policy of International Trade which It ga\c rise to (C U 1910) 

48 State the mam arguments for and against Tree Trade How 
do you account lor tlic fact that other nations ha\c not follotvcd 
England m adopting the policy of Free Trade ’ (C U 1910 H ) 

49 What is the tlieorv' of protection ’ Discuss the arguments 
economic as well as non-cconomic usually urged m favour of a 
protectionist polic\ in our day (C U 1912) 

What are tlie principal considerations which arc put forward by 
protectionists in support of this doctrine ? (C LJ 1917) 

50 Explain clearly how international xalucs are determined 
(C U 1909) 

Distribution 


^5^ (^) The theory of payment made for any one agent in produc- 
tion IS in essentials the same as the theory of payment made for any 
other agent in production ” (C IJ 1913 H ) ^ 

(b) The national dividend is a continuous stream from which all the 
factors of production arc rewarded " Examine this statement and 
mention in particular how the owners of land are rewarded (C U 
(1911) '• 


^Vhat is meant by saying that wages tend to equal the 
similar ^ Can you explain interest and profits m a 
lustifioaiir.^ explanauon furnish any complete ethical 

justification of the present economic order ? (C U 1913) ^ 



pTj’Jcti^'ty^onaUolr-- (cV^sT^r “ 

iViaf 1910) examine the Ricardian theory of rent (C U 


Marshall the modem re-statement of the theory of rent. 
54 (a) Discuss (1) Rent is not an element in the price of agncul- 


S '"/c ul,!,) ° of manufac- 

(b) How IS Rent related to Pncc ? (C U 1912 H) 

55 "Write a note on Quasi Rent (C U 1914) 

Explain Quasi Rent and discuss the relation behveen Quasi Rent and 
True Rent (C U 1912H) 


56 Discuss the effect upon agncultmral rents (a) of agricultural, 
improvements (b) improvements m means of communicaPons (c) of 
opening up of a new source of agricultural products (C U 1910) 

57 Contrast the advantages of peasant proprietorship and large 
scale farming (C U 1915 H ) 

58 Remark on the charactenstic ments of peasant propnetorship 
Would you advocate tlie compulsory introduction of such a system in 
England ? Give reasons for your answer (C U 1909) 


59 Give some account of the Wages Fund fheory and of the con- 
troversies associated with it (C U 1911) 


60 Expound the residual claimant theory of wages as put forth 
by Walker, and summanse Gide’s comments on the theory (C U 1909) 

61 Wages have been described ‘‘as the discounted product of 

industry ’’ Bring out the meaning of the phrase and consider whether 
It IS a correct explanation (C U 1915) Parents have a heavy 

responsibility regarding the choice of occupations by their sons What 
evils would result if the parents were led away by mere sentiment or 
prejudice and did not enquire properly into the prospects ? (C U 1918) 

62 (b) Sketch briefly the causes of the diSerences of wages in differ- 
ent occupations (C U 191S H. 1916) Why are some of the most 
unpleasant kinds of labour paid extremely low wages ? (C U jgid) 

(c) How would you account for the low wages paid to ? 

fC U lOii;! Why are the wages of women low compared with the 
wages of men for the same kinds of work or for work requinng the same 
exertion ? (C U 1918) In estimating the relative prospenty of the 
worker in different countries, is it sufficient to compare money wages ? 

(C U 1914) 
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6a (a) Trace the origin of Trade Unions EMiliin the nature of 
an\ change ^%hIch may be noticeable m the aims and objects of Trade 
Unions in recent j cars (C U 1910) 

What are Trade Unions? Give their functions and indicate the 
meUiods ^vhIch the> adopt to raise «-agcs fC U 1910 H ) 

fb! Carefully consider ahether labour can raise the lc\ cl of norm-u 

real aaircsbv means of combination (Cl. 1915) \\ hen can amgcs be 

raised in a trade b> an artificial restriction of the labour supply ’ 
(C U 1912 H 

65 Evamine the economic infiucnce of strikes wath special reference 
to their effect on wages (C U 191-) 

66 Consider some of the more important plans to secure settle- 
ment of diflferences beta een capital and labour (C U 1913) 

67 State the arguments for and against factory legislation (C U 

19”) 


68 Discuss the more important causes of uncmplojment in the 
modern industrial world , and c\ammc the efiicaev of the remedies 
usually suggested for it 

69 Trace the development of the present system of Poor Lav, 
Administration in England What acre the pnnciples established by 
the Elizabethan Act of 1601, and how far hate diese been adhered to or 

,,departed from in modem times (C U 1909 ) 

t 70 (a) Bring out clearly the difference between Rent and Interest 
‘ Distinguish between Interest and Profit (b) What is the probable 
» effect upon the general rate of interest of an increase in the volume of 
currency ? (C U 19x5) 

71 fa) Discuss the nature of profits Arc profits ‘legalized robbery ' ' 
\Vhat IS the economic justification of profits ? (C U 1917) 


(b) Explain and criticise the view that profits do not form any 
'^'•'part of the price of manufactured products and do not cause an\ real 
, diminution m the wages of labour (C U 1909 H ) 


Public Finance Economic Functions of Governments 
Socialism etc 

j 73 Consider the various principles of attaining justice in taxation 
^How far is progression in taxation possible and how would you lustifv 
It? (C U 1913) 

y 73 What do you understand by equality of taxation? Give the 

; eneral arguments for and against progressive taxation (C U 1914.) 

74. Upon what pnnciples should a Government determine its tax 
system ? What are the advantages and disadvantages of an mcome 
jav? (CU, 1915) 
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IX 


iQ sdec.ng comraodu.es for tins purpose ? ( ’ ' 

taxation (C U loro) . '' 


„ Whar d^os Ua,Ur 

mcantby the purely economic til ) ^^jjence of taxation Discuss thc^^ 

78 Dxpla.a^iihat Jcw^Ji^vy income tax (c) a ten pea 

'S'-''*"5“?'?iTraoratSly o "foS-. goods^ .« Indm (C U .909 H) 

cent ad valo cm import clu y on import i 


“ = a.rad.roo.e.o.so.du.oo..por.o. 

ofttealUi (C U K09) ^ jjoon 

81 Disnnguish bet-en general 

included under ^be nj'’ igio H ) 

argument against soci of tlie present mdus 

ncral drift of the cntic s J Jie advantage: 


g 3 c general dr.fr of ...o on- VeVr5& 

and disadvantages of aa> oa 
socialism (C U 191°) 


cialism (C U 19^°) «\Vhen giving charity, the rich 

Cr,.,c,so rbo fo"r',f pir'X? ftoy^V 
are only gmng bac- m p , y jg,8) 
for this they deserve no cr.dit ^ ^ 


they deserve no credi ^ 

83 Consider generaUy^tbepro^ 


for rrad aguras. rbo QJ 

85 State the argum 
railways (C U- roFSH'.) 
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MiBoellaneoUB 

86 Write notes on (i) policj of making \\orl- and ns mis (b) 
expenditure \crsus investment as helps to indus'r) (c) Malthus’s 
doctrine of population (d) Fiduciar) Moaev S’nndard Monev, Bank 
■Monej (e) Gold-Exchange Standard (f) '1 he Ccoir il Bank (g) 1 avour- 
able Rate of Exchange (h) Specie points (i) Crisis (j) Balance of 1 radc 
(k) Qnasi-Renk (1) Profit-sharing (ml Progressn-e laxation (n) Standard 
of Life and Standard of Comfort 

Honours questions ard marked with H 




